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Incidentally,  it  may  be  mentioned  that  as  far  as  is  known 
to  the  Board  there  is  no  similar  legislation  on  this  con¬ 
tinent,  neither  is  there  any  known  formula  by  which  just 
and  reasonable  prices  can  be  determined. 

It  will  be  seen  that  at  the  moment  the  Board’s 
price  fixing  powers  are  permissive  only,  while  the  proviso 
quoted  above  was,  as  the  Board  apprehends  it,  intended  to 
make  it  abundantly  clear  that  the  Board  has  no  jurisdiction 
over  prices  to  be  paid  for  absorption  plant  products.  It 
seems  to  the  Board  that  it  cannot  adequately  discharge  its 
functions  without  exercising  its  power  to  fix  just  and 
reasonable  prices  to  be  paid  for  natural  gas  at  the  well¬ 
head  but  without  regard  to  the  value  of  hydrocarbons  which 
may  be  extracted  therefrom. 

The  problem  is  a  perplexing  one  and  the  voluminous 
evidence  adduced  which,  although  relevant  and  valuable, 
affords  but  little  help  in  arriving  at  a  satisfactory 
solution  of  it. 

Section  70  provides  that:- 

’’Every  well  . .  capable  of  producing 

natural  gas  shall  be  a  public  utility.’’ 

Implicit  in  that  declaration  is  a  direction  to 
the  Board  to  apply  public  utility  principles  in  arriving 
at  a  well-head  price.  In  Turner  Valley  there  are  two 
hundred  and  eighty  wells,  some  producing  crude  oil,  natural 
gas  impregnated  with  natural  gasoline,  others  producing 
naphtha,  natural  gas  and  natural  gasoline,  each  well  having 
a  different  quantum  of  production  of  these  various  com¬ 
modities,  each  one  drilled  at  different  times  and  at 
different  cost,  some  of  which  have  paid  out  the  original 
investment,  plus  profits,  some  which  may  in  time  pay 
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original  investment  and  perhaps  profits,  and  others  which 
will  never  pay  the  original  investment.  The  application 
of  public  utility  principles  is  obviously  impossible  if 
any  degree  of  uniformity  is  to  result.  That  difficulty 
was  realized  and  the  Statute  was  amended  so  as  to  negative 
the  application  of  public  utility  principles  by  giving  the 
Board  power  to  fix  and  determine  different  prices  for  or 
in  respect  of  different  sections  or  areas  of  a  field,  or 
to  classify  wells  in  a  field  in  groups  and  to  fix  prices 
paid  for  natural  gas  produced  from  such  classifications 
or  groups  and  giving  the  Board  power  to  adopt  any  just  and 
reasonable  basis  or  method  of  arriving  at  or  computing 
such  price  or  prices  as  might  be  deemed  applicable  or 
proper,  having  regard  to  all  the  circumstances  and  factors 
involved . 

Evidence  was  given  to  demonstrate  the  impossi¬ 
bility  of  the  public  utility  approach  to  the  problem.  Mr. 
H.  Zinder,  called  as  a  witness  by  the  Producers’  Committee, 
accepted,  for  the  purpose  of  illustration,  certain  figures 
prepared  by  Mr' .  Hamilton,  contained  in  an  exhibit  filed  by 
him.  Those  figures  included  a  rate  base  for  sixty  Royalite 
gas  cap  wells  determined  by  using  original  cost  less  accrued 
depreciation.  Proper  debits  and  credits  were  applied  to 
operating  results  and  a  return  of  eight  per  cent  per  annum 
on  the  investment  was  assumed.  The  result  arrived  at  a 
well-head  price  of  11.2  cents  per  thousand  cubic  feet. 

The  figures  submitted  might  possibly  be  criticized  but  a 
variation  in  them  would  make  little  material  difference  to 
the  final  result.  No  similar  figures  were  submitted  res¬ 
pecting  crude  oil  wells  and  indeed  it  was  indicated  that 
in  the  case  of  crude  oil  wells  it  would  be  necessary  to 
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.make  so  many  arbitrary  assumptions,  that  the  result  would 
be  of  little  value.  On  the  other  hand,  a  oalculation 
made  in  which  a  well-head  price  of  five  cents  per  thousand 
cubic  feet  was  assumed  which,  when  applied,  worked  back  to 
a  return  of  2.11  per  cent  per  annum  on  the  rate  base  used 
in  the  calculation. 

Mr.Zinder  made  further  calculations,  allocating 
costs  on  a  B.T.U.  basis  for  crude  oil  wells,  first,  on  the 
basis  of  gas  marketed  and  second,  on  the  basis  of  gas 
produced,  resulting  in  a  price  of  17,64  cents  and  36.02 
cents  per  thousand  cubic  feet,  respectively.  He  considered 
from  all  of  these  results  that  the  public  utility  approach 
must  be  dismissed. 

Other  methods  would  be  to  consider  historic  gas 
prices  in  Turner  Valley  and  prices  paid  for  gas  in  other 
fields  on  this  continent.  The  historic  well-head  price 
in  Turner  Valley  has  been  two  cents  per  thousand  cubic 
feet.  Royal ite  has  supplied  gas  to  Canadian  Western  at 
the  following  prices: 


From  1921  to  1925 


130  per  M.g ,f . 


From  1925  to  1928  100  per  M.c.f, 

From  1928  until  present  time  7  3/40  per  M.c.f. 
Unfortunately,  the  Board  has  no  break  down  of  these  prices. 
It  must  assume  that  these  prices  included  some  price  or 
value  for  the  gas,  the  cost  of  gathering,  scrubbing  and 
delivering  the  same  and  the  cost  of  required  compression, 
if  any,  plus  a  profit  on  the  whole  transaction.  The  Board 
cannot  assume  that  Royalite  omitted  any  of  these  items  on 
philanthropic  or  other  grounds.  There  is,  however,  evidence 
that  Royalite  purchased  from  other  producers  natural  gas 
which  went  to  the  market  and  for  which  the  purchase  price 
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was  two  cents  per  M.c.f.  Whether  Royalite  added  a  profit 
to  itself  on  this  purchased  two  cent  gas  in  its  over-all 
price  to  Canadian  Western  can  only  be  a  matter  of  con¬ 
jecture.  There  is  no  direct  evidence  to  indicate  whether 
or  not  the  two  cents  price  was  arriv.ed  at  on  a  bargaining 
basis  between  two  parties  in  an  equally  advantageous 
bargaining  position  and  at  arms’  length,  or  whether,  since 
ample  supplies  of  waste  gas  were  available,  Royalite 
dictated  the  price  on  a  take  it  or  leave  it  basis. 

Evidence  was  submitted  respecting  prices  paid 
for  natural  gas  in  the  United  States.  Figures  were  sub¬ 
mitted  by  Mr.  Zinder  from  statistics  published  by  the 
United  States  Bureau  of  Mines.  In  1920,  the  over-all 
average  value  was  9*42  cents  per  M.c.f.,  rising  to  11.1 
cents  in  1922,  Thereafter  there  was  a  steady  decline 
until  1940  when  a  low  of  4.5  cents  per  M.c.f.  was  reached, 
rising  in  1943  to  5.2  cents.  In  the  same  period,  marketed 
production  rose  from  792,210  million  cubic  feet  to 
3,414,689  million  cubic  feet.  No  reasoned  conclusion  can 

be  drawn  from  these  figures.  The  high  and  the  low  figures 
in  arriving  at  these  averages  might  and  probably  would 

0 

present  tremendous  variations  and  the  low  might  very  well 
be  less  than  the  Turner  Valley  historic  price  of  two  cents 
per  M.c.f.  Clearly,  howeger,  the  increase  in  market  demand 
was  accompanied  by  a  decrease  in  price,  no  doubt  due  to 
excess  and  increased  production  through  the  discovery  of 
new  gas  fields.  It  must  be  noted  that  the  figures  quoted 
are  expressed  to  be  "value”  and  not  price.  It  was  stated 
that  some  of  the  gas  referred  to  in  these  statistics  might 
have  been  utilized  by  producers  for  their  own  purposes  and 
not  sold,  hence  the  "value"  instead  of  "price  figures 
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Mr.  Zinder  also  submitted  figures  from  nine 
selected  pipe  line  companies  in  different  parts  of  the 
United  States  of  America,  for  the  years  1943  and  1944. 

•The  lowest  field  price  in  1943  was  3,96  cents  per  M.c.f, 
paid  by  the  United  Gas  Pipe  Line  Company,  and  the  highest, 
7*26  cents  per  M.c.f,  paid  by  Mississippi  River  Fuel  Com¬ 
pany.  A  calculation  discloses  an  average  price  of  5.13 
cents  per  thousand  cubic  feet. 

In  1944,  the  range  was  3,99  cents  to  7.12  cents 
with  an  average  price  of  5.06  cents  per  M.c.f.  All  of 
these  figures  represent  averages  and  are  subject  to  all 
the  disabilities  attaching  to  the  use  of  averages. 

The  schedules  containing  these  figures  are  headed 
"Field  Price".  Mr,  Zinder,  however,  stated  that  these  were 
essentially  well-head  prices.  He  stated  that  a  substantial 
portion  of  the  gas  purchased  by  these  selected  companies 
is  delivered  at  the  well-head,  some  at  the  end  of  a  gathering 
line  and  some  at  an  absorption  plant.  The  impact  of  trans¬ 
portation  costs  from  the  well-head  to  the  end  of  a  gathering 
line  or  to  an  absorption  plant  is  not  shown  and  it  may  be 
that  the  prices  shown  would  be  substantially  less  if  these 
factors  were  known  and  had  been  taken  into  account. 

The  field  price  in  West  Virginia  ranges  from  a 
high  ofl8.9  cents  in  1931  to  a  low  of  12,3  cents  in  1943; 
in  Kentucky,  the  high  is  15,2  cents  in  1930  and  the  low  is 
12,1  cents  In  1935,  with  a  price  of  14.7  cents  in  1943; 
in  the  Pennsylvania  Fields  the  range  is  from  29.3  cents  in 
1928  to  23  cents  in  1943.  The  source  of  these  figures  is 
the  United  States  Bureau  of  Mines’  Statistics  and  they 
must  necessarily  be  related  to  the  general  averages  before 
mentioned  and  illustrate  the  danger  of  usin6  averages. 
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The  three  areas  above  mentioned  are  generally  known  as 
the  Appalachian  area  and  Mir. Zinder  admitted  that  this 
area  was  the  least  comparable  with  production  in  the 
Turner  Valley  field,  the  dry  gas  coming  from  shallow 
wells  with  low  production.  The  cost  of  this  gas  has 
eliminated  its  use  for  boiler  fuel,  for  the  generation 
of  electricity  or  for  large  industrial  use. 

Gas  used  by  one  of  the  nine  companies  referred 
to  is  taken  from  the  Hugoton  Field,  where  the  average 
price  paid  is  4.4  cents.  Thefts  is  a  sweet  gas  and  does 
not  require  to  be  scrubbed  and  the  well  spacing  is  one 
well  to  640  acres,  as  opposed  to  Turner  Valley  noxious  gas 
which  must  be  purified,  and  40-acre  well  spacing.  In  the 
Texas  -Panhandle  field,  the  price  of  gas  is  from  four  to 
five  cents  per  M.c.f.  and  no  scrubbing  is  required. 

In  spite  of  these  facts,  Mr.Zinder  was  of  the 
opinion  that  the  consumer  should  bear  the  cost  of  scrubbing, 
assumin&  that  five  cents  was  a  fair  price  in  each  of  the 
Hugoton  and  Turner  Valley  fields.  That  is  hardly  a  logical 
conclusion  but  Mr*  Zinder  did  add  that  the  price  in  the 
Hugoton  field  was  approved  -  not  fixed  -  by  the  Federal 
Power  Commission  and  was  based  upon  usual  regulatory  prin¬ 
ciples  of  production,  a  principle  which  cannot  apply  here. 

He  also  conceded  that  the  price  of  gas  in  Turner  Valley 
must  be  a  ,T  judgment ?T  figure  and  that  the  law  of  supply  and 
demand  must  be  considered. 

Mr.  Zinder  also  compared  gas  bills  in  Calgary 
reduced  to  a  B.T.U.  basis  with  similar  bills  in  certain 
United  States  cities.  For  100  Therms  per  month  a  Calgary 

bill  would  be  $3.00  and  for  250  Therms  would  be  $6.75. 

For  nine  selected  cities  in  the  United  States  for  the  same 
Therms,  the  bills  would  range  from  a  low  of  $2.26  and  $5.65 
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to  a  high  of  $4.14  to  $10,14.  The  climatic  factor  may  so 
affect  these  figures  that  neither  a  proper  comparison  nor 
a  logical  deduction  can  be  made. 

The  difficulty  in  applying  any  of  these  figures 
to  the  immediate  problem  is  that  the  cost  of  gas  trans¬ 
portation  from  Turner  Valley  to  the  various  communities 
served  by  the  Canadian  Western  and  the  subsequent  distribution 
costs  incurred  by  that  company,  would  necessarily  require 
to  be  compared  with  transportation  costs  to  and  distribution 
costs  in  the  cities  mentioned.  Mr.  Zinder  also  agreed  that 
some  of  the  prices  paid  by  the  companies  already  referred 
to  were  fixed  on  a  bargaining  arms’  length  basis  and  there¬ 
fore  represented  competitive  prices. 

It  is  quite  clear  that  gas  from  crude  oil  wells 
and  from  central  and  southern  gas  cap  wells  in  Turner 
Valley  was  wasted  before  the  enactment  of  this  Statute  and 
had  no  value  because  there  was  no  market  for  it.  The 
Statute  directs  operators  to  gather  in  all  natural  gas 
which  can  economically  be  used  or  stored  and  to  sell  the 
same  at  the  prices  and  in  the  quantities  fixed  by  the  Board 
to  such  wholesale  or  retail  market  as  the  Board  may  direct. 
Thus,  gas, which  formerly  was  wasted,  was  given  access  to 
market  and  so  acquired  some  value. 

Mr. Zinder fs  theory  that  in  time  the  prices  of 
gas  in  this  -Province  will  reach  an  equilibrium  cannot  be 
wholly  acceptable,  although  it  has  some  merit.  Edmonton 
and  Calgary  are  two  hundred  miles  apart  and  each  city  is 
served  with  natural  gas.  In  Cal&ary,  the  principal  source 
of  gas  is  Turner  Valley,  approximately  thirty  miles  away. 

The  gas,  which  must  be  scrubbed,  is  produced  from  deep 
costly  wells  and  is  produced  in  volumes  greatly  in  excess 
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of  market  demand  from  what  is  essentially  an  oil  field, 
with  forty  acre  well-spacing.  Coal  fields  are  from  ninety 
to  one  hundred  miles  distant. 

Edmonton  is  served  from  a  sweet  gas  field  ninety 
miles  away  with  la^ge  acre  well-spacing  and  the  gas  is 
produced  as  required  from  comparatively  shallow  wells.  No 
compression  or  repressuring  is  required.  There  are  coal 
mines  at  the  city  boundaries.  There  is  no  evidence  that 
any  equilibrium  of  wexl-head  prices  as  between  the  two 
centres  has  been  reached  up  to  the  present  time  or  that 
the  conflicting  factors  evident  in  the  two  fields  will 
ever  produce  such  an  equilibrium. 

Mr.  Zinder,  however,  very  properly  suggested  on 
cross-examination  that  his  average  figures  went  no  further 
than  to  indicate  to  the  Board  some  usefulness  for  comparison 
purposes  in  determining  the  price  of  natural  gas  in  the 
Turner  Valley  field.  He  indicated  conditions  and  prices 
which  exist  in  other  comparable  fields  so  that  his  evidence 
affords  a  useful  comparative  if  not  a  completely  probative 
value  and  furnishes  some  aid  in  arriving  at  a  judgment 
figure.  For  instance,  the  witness  could  not  tell  if  the 
Texas  Panhandle  price  for  sweet  gas  was  largely  a  gathered 
or  a  well-head  price.  He  agreed  the t  Mississippi  Cor¬ 
poration’s  sweet  gas  was  one  hundred  percent  gathered  and 
that  the  Natural  C-as  Pipe  Line  Company  of  America  price 
was  on  the  basis  of  one  hundred  per  cent  gathered.  He 
could  not  say  whether  Interstate  Gas  was  sweet  or  not  and 
could  not  tell  whether  it  was  gathered  or  otherwise.  He 
agreed  that  compression  and  scrubbing  costs  are  factors 
which  enter  into  the  final  value  of  gas.  This  much  does 
clearly  emerge  from  his  evidence,  that  an  average  50  price 
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is  paid  in  various  United  States  fields  for  very  sub¬ 
stantial  volumes  of  sweet  gas  —  some  delivered  at  well¬ 
head  from  wells  where  the  spacing  is  640  acres  and  some 
delivered  at  other  distant  points.  No  figures  are  avail¬ 
able  as  to  what  these  distances  might  be. 

He  also  agreed  that  Calgary  should  expect  a  low 

price  for  gas  since  it  was  formerly  a  waste  product  "right 
at  its  door” . 

In  discussing  a  test  of  reasonableness,  Mr. 

» 

Zinder  considers  that  a  proper  approach  might  be  to 
ascertain  first  the  competitive  price  of  gas  at  the  burner 
tip  in  Calgary  and  then  from  that  price  to  deduct  the  cost 
of  bringing  gas  to  the  burner  tip.  The  remainder , what¬ 
ever  it  might  be,  would  represent  the  well-head  prioe  but 
he  knew  of  no  scientific  formula  by  which  a  well-head 
price  could  be  fixed,  and  repeated  that  in  the  final 
analysis  the  price  must  necessarily  be  a  judgment  figure. 

Before  dealing  with  Mr. Zinder fs  evidence  res¬ 
pecting  the  relationship  between  the  price  of  natural  gas 
and  coal,  it  is  desirable  to  consider  the  evidence  given 
by  Mr,  Ralph  E. David.  Mr,  Davis  agreed  that  the  public 
utility  approach  in  attempting  to  fix  well-head  prices  was 
impractical.  Be  based  part  of  that  conclusion  upon  the 
waste  of  gas  in  early  years  of  the  field.  His  opinion  was 
that  with  the  field  so  greatly  depleted,  the  remaining  gas 
is  less  valuable  than  it  would  have  been,  because  former 
volumes  and  pressures  would  have  made  the  need  for  com¬ 
pression  machinery  unnecessary  until  possibly  I960.  He 
considered  that  the  value  of  gas  must  be  affected  by  the 
number  of  wells  drilled  primarily  in  a  search  for  oil  and 
the  added  cost  due  to  the  multiplicity  of  gathering  lines 
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required.  He  quoted  prices  paid  oy  Tennessee  Gas  and 
Transmission  Company: 


Period 

Price 
per  M.c.f. 

Pressure 

Pressure 

base 

Hirst  5  years 

10 

750 

16.7  lbs 

Second  5  years 

60 

500 

16.7  lbs 

Third  5  years 

70 

500 

16.7  lbs 

These  are  prices  paid  at  the  delivery  point,  namely,  the 
company’s  main  pipe  line  and  for  sweet  gas. 

The  price  paid  by  Canadian  Western  to  Royalite 
is  7  3/4  cents  per  IVl.c.f.  for  gas  delivered  at  pressures 
up  to  300  pounds  on  a  pressure  base  of  14  pounds  for  gas 
which  must  be  scrubbed  before  delivery.  Converting  these 
figures,  Mr.  Davis  says  that  the  real  comparison  is  3  1/2 
cents  in  the  case  of  Tennessee  Company  against  73/4  cents 
in  Turner  Valley. 

He  pointed  out  that  a  large  percentage  of  the 
gas  purchased  by  pipe  line  companies  in  the  United  States 
is  not  purchased  at  the  well-head  and  specifically  in  the 
case  of  Natural  Gas  Ripe  Line  Company  the  gas  was  gathered 

and  transported  as  much  as  one  hundred  miles  to  the  point 
of  delivery. 

He  quoted  other  oases.  Michigan-Wisconsin  Pipe 
Line  Company  purchases  from  Phillips  Petroleum.  The  latter 
purchases  from  four  other  companies.  Michigan  pays  Phillips 
Petroleum  5  cents  per  M.c.f.  for  gathered  delivered  gas  at 
a  pressure  of  200  pounds  per  square  inch  minimum  and 
measured  at  a  pressure  base  of  16.4  pounds.  If  compression 
is  required,  Phillips  will  perform  that  service  and  will 
remove  natural  gasoline  content  and  water.  To  fulfill  its 
contract,  Phillips  purchases  part  of  the  gas  required  from 
other  companies  at  4  cents  per  M.c.f.  measured  at  16.4 
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pounds.-  If  the  gas  contains  more  than  one  grain  of  H^S 
the  price  is  reduced  by  one-half  cent  per  M.c.f,  Mr .Davis 
alleges  that  if  converted  to  a  14  pounds  pressure  base 
related  to  a  gas  with  a  high  HgS  content,  the  price  is 
2.9  cents  per  M.c.f.  and  in  the  case  of  gas  at  the  well¬ 
head  on  a  basis  equivalent  to  a  14  pound  base,  3.4  cents 
per  M.c.f,  with  its  gasoline  content.  If  the  gas  were 
sour  and  stripped  of  its  gasoline  content,  it  would  be 
worth  less  than  3  cents  per  M.c.f. 

The  United  Gas  Pipe  Line  Company,  the  biggest 
natural  gas  company  in  the  world,  paid  an  average  rice  of 
33/4  cents  per  M.c.f.  in  1945  for  sweet  gas.  Some  of  that 
gas  is  purchased  practically  at  the  well-head,  some  after 
being  gathered  by  the  seller  and  some  after  the  extraction 
of  natural  gasoline. 

He  knew  of  no  way  to  establish  just  what  price 
should  be  paid  for  Turner  Valley  gas  and  that  the  figure 
arrived  at  by  the  Board  must  be  a  judgment  figure. 

He  considered  that  the  price  of  2  cents  per  M.c.f. 
paid  by  Royal ite  to  those  producers  who  were  connected  to 
the  absorption  plant  was  a  reasonable  price. 

He  also  dealt  with  the  schedule  filed  by  Mr. 

Zinder  showing  field  prices  for  natural  gas  paid  by  selected 

pipe  line  companies  in  the  United  States.,  He  analyzed  the 
% 

figures  in  some  detail  and  showed  the  different  circumstances 
which  applied  to  volume,  to  point  of  delivery  and  the 
quality  of  the  gas.  Some  was  purchased  at  wells,  some  at 
absorption  plants,  some  at  the  end  of  gathering  lines  and 
some  at  great  distances  from  the  point  of  production. 

Questions  were  directed  to  the  witness  -  as  the 
Board  understands  them  -  to  ascertain  if  Royalite  No.  1 


/ 


I 


112 


absorption  plant  in  Turner  Valley  was  built  so  as  to  make 
the  gas  going  to  Calgary  safer  for  use  than  if  the  natural 
gasoline  was  still  contained  in  it,  or  if  the  plant  was 
built  for  the  purposes  of  the  additional  revenue  which 
could  be  obtained  from  the  natural  gasoline.  If  natural 
gasoline  is  extracted,  the  calorific  value  of  the  residue 
gas  is  reduced  and  Mr. Davis’  view  was  that  an  absorption 
plant  would  only  be  installed  if  a  profit  could  be  made  by 
doing  so.  He  was  clearly  of  the  opinion  that  Turner  Valle 
gas  could  safely  be  used  for  domestic  and  commercial  uses 
even  if  it  were  not  stripped  of  its  natural  gasoline  c  on*- 
tent.  The  question  of  oil  production  with  reference  to  the 
gas  required  to  lift  oil  to  the  surface  wes  dealt  with.  He 
would  not  advocate  a  reduction  in  the  production  of  oil 
during  the  summer  months  just  so  that  the  gas  produced  by 
the  oil  would  equal  the  market  demand,  but  he  also  agreed 
with  the  view  that  if  a  market  could  not  be  found  for  all 
the  gas,  the  surplus  should  be  restored  to  the  formation 
and  if  that  could  not  be  done  then  he  considered  that  oil 
production  should  be  curtailed. 

In  bargaining  between  the  vendors  and  purchasers 
of  gas,  he  stated  that  the  price  to  the  consumer,  the  heat 
value  of  the  gas  and  fuel  oil  were  considerat ions  which 
affected  the  vendor  of  gas,  while  securit  of  gas  supply 
for  a  long  period  of  time  is  the  f actor . pri no ipally  con¬ 
sidered  by  the  buyer,  but  since  such  factors  vary  from 
place  to  place,  no  scientific  formula  could  be  worked  out . 
Mr. Davis1  evidence  respecting  well-head  prices  in  other 
fields  may  be  summarized:  - 

(1)  The  prices  quoted  by  Mr . zinder  are  not  well-head 
prices  but  field  prices. 
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(2)  The  prices  paid  were  for  gas  at  the  point  of  delivery 
which  frequently  was  at  a  point  other  than  the  well¬ 
head  . 

(3)  The  prices  paid  were  for  sweet  gas, 

(4)  The  prices  paid  were  for  gas  produced  at  top  hole 
average  pressures  of  500  to  2000  pounds  per  square 
inch,  with  flowing  pressures  which  rendered  the  cost 
of  compression  machinery  unnecessary* 

(5)  The  net  well-head  prices  quoted  would  be  reduced  to 
3  1/2  or  4  cents  per  M.c.f.  for  sweet  gas. 

At  a  later  date  in  the  hearing,  Mr.  Zinder  gave 
evidence  respecting  the  value  of  gas  and  the  elasticity  of 
demand  therefor  in  the  City  of  Calgsry.  His  primary  sub¬ 
mission  is  that  the  value  of  natural  gas  at  the  burner  tip 
places  an  upper  limit  on  the  well-head  price.  From  the 
burner  tip  price  there  must  be  deducted  the  total  cost  of 
transmission,  scrubbing,  compression  and  distribution. 

The  cost  of  distribution  in  the  retail  market  is  an  unknown 
factor  but  even  if  all  costs  were  known  there  are  other 
factors  which  still  would  leave  the  problem  a  complex  one. 
The  prices  charged  to  the  various  types  of  customer  and  the 
result  arrived  at  might  affect  customers  in  varying  degrees. 
If  one  factor  is  unknown  in  any  computation,  then,  in  the 
absence  of  a  scientific  formula,  the  final  figure  must  be 
determined  on  a  judgment  basis.  The  witness  proceeded  on 
the  premise  that  coal  is  the  principal  fuel  in  competition 
with  gas  and  he  dealt  with  the  relationship  existing 
between  them.  The  efficiency  of  the  two  fuels  must  be 
considered  but  he  s tated  that  since  there  are  so  many 
factors  affecting  efficiencies,  little  authoritative  infor¬ 
mation  was  available.  He,  however,  adopted  relative 
efficiencies  as  follows:- 
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Use  Coal  Gas 

Domestic  55  70 

Commercial  and  Industrial  65  75 

Assuming  these  efficiencies  and  using  the  res¬ 

pective  B .  T  .U .  contents,  he  deduced  that  the  relative 
value  of  gas  and  coal  in  domestic  use  is: 

1.  Drumheller  coal  at  $8,30  per  ton  is  equivalent  to 
53.6  cents  per  M.c.f.  for  gas. 

2.  Blairmore  coal  at  $7.50  per  ton  is  equivalent  to 
37.2  cents  per  M.c.f.  for  gas. 

The  present  domestic  price  of  gas  in  Calgary  is 
25  cents  per  M.c.f.  plus  a  tax  of  8  per  cent,  or  a  total 
of  27  cents  per  M.c.f. 

In  the  case  of  commercial  and  small  industrial 
users,  the  comparison  is  (using  the  Canadian  Western Ts  No, 
5  schedule ) : 

1.  Drumheller  coal  at  $6.00  per  ton  equals  35  cents  per 
M.c ,f  for  gas  * 

2.  Blairmore  coal  at  $7,50  per  ton  equals  33,7  cents  per 
M.c .f .  for  gas. 

No.  5  schedule  calls  for  a  fixed  charge  of  $ls00  per  month 
and  26  cents  per  M.c.f. 

In  industrial  use  the  comparison  is:- 

1.  Drumheller  coal  at  $4.00  per  ton  is  equivalent  to 
23.4  cents  per  M.c.f.  for  gas. 

2.  Blairmore  coal  at  $7.50  per  ton  is  equivalent  to  33,7 
cents  per  M.c.f.  for  gas. 

Other  comparisons  could  be  made.  He  concludes  that  gas 
rates  in  the  various  commercial  schedules  are  well  below 
competitive  levels  and  that  the  value  of  gas  at  the  well¬ 
head  is  greater  than  his  assumed  2  cents  per  M.c.f.  No 
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evaluation  was  made  of  the  convenience,  availability  and 
cleanliness  of  gas  compared  with  coal  or  the  variations 

V 

in  the  price  of  coal  if  demand  for  smaller  sizes  should 
increase,  or  variations  in  the  price  of  coal  when  wartime 
restrictions  are  released  or  abandoned,  nor  did  he  evaluate 
the  cost  of  storing  and  handling  coal,  the  cost  of  removing 
ashes  or  the  summertime  fire  hazard  arising  from  the  storage 
of  coal.  He  considered  that  gas  had  an  added  increment  of 
value  represented  by  these  advantages  and  by  the  saving  in 
costs . 

In  dealing  with  the  elasticity  of  demand,  he 
pointed  out  that  in  1937  the  average  domestic  consumption 
per  customer  was  204  M.crf.  when  the  rate  was  33  cents. 

In  1941,  average  sales  had  decreased  to  184  M.c.f.  with  a 
rate  of  27  cents.  From  these  figures,  he  deduces  that  a 
substantial  increase  in  price  would  not  materially  affect 
the  volume  of  gas  sales  but  would  in  fact  produce  increased 
revenue . 

In  1929,  Canadian  Western  had  238  commercial  cus¬ 
tomers  using  an  average  of  4,791.81  M.c.f,  In  1940  cus¬ 
tomers  numbered  3,213  with  an  average  use  of  738  M.c.f, 

By  1943  (a  rate  reduction  having  been  made  in  the  meantime) 
there  were  3,343  industrial  users  and  average  consumption 
increased  to  1156  M.c.f.  He  considered  that  it  would 
require  a  substantial  increase  in  price  to  affect  the  use 
of  gas  by  industrial  customers. 

With  respect  to  the  industrial  load,  he  considered 
it  to  be  the  most  sensitive  to  the  cost  of  competing  fuels. 
Except  for  customers  using  from  600  to  800  M.c.f.  the  price 
of  gas  is  below  competitive  levels  so  that  an  increase  in 
price  of  gas  to  those  customers  could  influence  volume  of 
sales.  All  of  these  figures  do  not  lead  to  any  reasoned 


« 


\ 


. 


*- 


-  116 


conclusion.  The  situation  is  influenced  by  many  factors 
such  asprice,  temperature  and  the  conditions  of  business 
as  affected  by  varying  economic  factors* 

His  final  conclusion  is  that  the  price  of  gas  to 
domestic  consumers  could  be  raised  to  33  cents  (this  figure 
being  used  principally  because  that  was  the  rate  formerly 
charged  by  Canadian  Western)  and  that  the  industrial  rate 
could  be  slightly  increased,  without  materially  affecting 
the  volume  of  sales  but  he  did  not  express  any  opinion  as 
to  the  effect  of  an  increase  in  the  price  of  gas  to  in¬ 
dustrial  consumers.  Since  Drumhelier  coal  is  predominantly 
used  in  Calgary,  the  spread  between  coal  and  gas  on  a  B.  T,Ue 
basis  and  using  the  assumed  efficiencies  and  the  pres  nt 
retail  price  would  be  26.6  cents  and  if  the  price  be  in¬ 
creased  to  33  cents,  the  spread  is  20.06  cents,  and  these 
spreads  would  reflect  the  value  of  all  the  other  offsetting 
factors  between  coal  and  gas.  In  the  case  of  industrial 
load,  the  ultimate  spread  would  be  2  cents.  It  is  difficult 
to  understand  why  there  should  be  such  a  marked  difference 
in  the  value  of  the  intangible  unascertained  factors,  all 
of  which  should  apply  with  almost  equal  force  to  the 
demestic  and  commercial  load. 

As  has  already  been  pointed  out,  many  factors 
enter  into  the  problem  and  since  it  is  not  possible  to 
evaluate  them  and  since  some  of  them  are  not  known,  Mr. 
Zinder’s  final  figures  must  necessarily  be  judgment  figures 
of  his  own,  and  only  have  comparative  value. 

For  instance,  it  might  be  mentioned  that  he  made 
no  allowance  for  the  cost  of  the  installations  made  in 
Turner  Valley  to  create  a  market  for  gas  produced  in  the 
oil  zone  and  formerly  flared  or  in  the  additional  cost  of 
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operation,  and  he  agreed  that  his  efficiency  factors  were 

* 

not  actual  for  Alberta  coal  and  gas  and  might  be  subject 
to  marked  variations  resulting  in  similar  variations  in 
the  final  result. 

Mr.  F.  A.  Brownie  also  discussed  this  problem, 
comparing  Drumheller  coal  for  commercial  and  industrial 
use  with  9080  B.T.U.  per  pound  and  65  per  cent  efficiency 
with  gas  at  1000  B.T.U.  per  M.c.f.  and  75  per  cent 
efficiency  and  from  these  premises  he  deduced  that  coal 
selling  at  {4.34  would  be  equivalent  in  cost  to  gas  at 
present  rates.  If  rates  went  up  progressively  by  two 
cents  per  M.c.f.  to  a  maximum  of  33  cents,  coal  could  sell 
at  progressively  upward  rates  to  {5.70  per  ton  Drumheller 
stoker  coal  is  available  at  {2.15  per  ton  plus  {1.30  per 
ton  freight.  The  delivery  charge  is  not  stated  but  if  the 
total  cost  is  {4,00  per  ton,  then  the  coal  of  this  type  is 
competitive  in  straight  price  with  natural  gas.  He  agieed 
that  with  a  saturation  of  90  per  cent,  the  use  of  this  coal 
would  involve  the  installation  of  stokers,  the  conversion 
of  furnaces  or  the  installation  of  new  furnaces.  He  does 
not  contradict  Mr.  Zinder’s  price  of  {8.30  per  ton  for 
coal  used  in  domestic  furnaces. 

Drumheller  slack  can  be  laid  down  in  Calgary  for 
{2.30  per  ton.  If  present  large  users  of  natural  gas  (who 
have  fuel  oil  stand-by  equipment)  could  and  would  use 
Drumheller  slack  coal,  it  would  be  competitive  with  gas  on 
a  present  price  comparison.  The  cost  of  burning  appliances 
of  labour  costs  and  the  like  are  not  given.  One  would 
assume  that  establishments  with  fuel  oil  equipment  would 
turn  t®  oil. if  the  use  of  gas  became  uneconomical  and  the 
picture  therefore  is  not  complete  without  a  comparison  of 
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fuel  oil  prices.  The  only  one  instance  quoted  was  the  use 
of  fuel  oil  at  Imperial  Oil  Refinery  where  it  is  stated 
that  fuel  oil  would  be  competitive  with  gas. 

Mr.  Brownie  dealt  with  electric  power  rates  in 
various  centres  in  the  United  States  and  in  Winnipeg,  The 
averages  rates  vary  from  .81  cents  per  K.W.H.  in  Winnipeg  to 
5.11  cents  in  Rhode  Island.  From  the  tabulations  given  he 
deduced  that  the  higher  the  rate  the  smaller  is  consumption. 
It  is  noted,  however,  that  in  Arizona  where  the  average 
rate  is  3.65  cents  per  K.W.H*  the  average  consumption  is 
1  331  K.W.H.  against  an  average  of  919  in  Kentucky  where 
6he  same  rate  prevails,  whereas  in  Mississippi,  the  average 
consumption  is  1,047  K.W.H.  with  a  rate  of  3,18  cents  as 
against  a  consumption  in  Vermont  of  1,051  K.W.H.  with  a  rate 
of  4.18  cents  per  K.W.H.  No  doubt  many  other  factors  enter 
into  these  varying  rates  and  consumptions  and  while  on  the 
average  a  certain  trend  may  be  indicated,  no  satisfactory 
general  principle  can  be  established  which  would  be 
applicable  to  the  problem  at  hand. 

In  1922,  the  average  domestic  gas  rate  in  Calgary 
was  44.4  cents  per  M.c.f.  and  in  1925  it  was  46.11  cents, 
and  in  that  period  of  relatively  high  rates  gas  was  dis¬ 
placing  coal  as  fuel  in  the  Calgary  market.  That  situation 
continued  with  some  variations  until  the  present  degree  of 
saturation  was  reached,  although  with  declining  rates.  Mr. 
Brownie  could  not  say  under  those  conditions  at  which  point 
coal  in  fact  becomes  competitive  with  gas. 

Stanley  J. Davies  gave  evidence  respecting  the 
relative  values  of  coal  and  gas  and  he  dealt  at  some  length 
with  efficiencies  of  these  fuels  and  explained  the  factor 
which  entered  into  a  calculation  of  them.  The  maximum 
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efficiency  which  can  be  reached  with  gas  burning  equipment 
is  85  per  cent.  The  most  efficient  plant  in  Calgary 
reaches  80  per  cent.  He  considered  that  efficiencies  in 
commercial  plants  will  vary  from  50  to  75  per  cent  and  that 
few  domestic  consumers  reached  70  per  cent  in  efficiency 
and  probably  would  go  as  low  as  50  to  55  per  cent. 

In  the  case  of  coal,  efficiencies  in  industrial 
plants  vary  from  76  to  81  per  cent.  He  quoted  examples  of 
the  Calgary  School  Board  and  the  Burns’  Company  Packing 
Plant  but  the  quantities  used  and  the  nature  of  the  burning 
equipment  are  extreme  in  both  cases  and  these  two  customers 
represent  only  an  infinitesimal  fraction  of  one  per  cent 
of  all  the  Canadian  Western  customers.  At  the  same  time, 
in  the  School  Board  case,  it  was  shown  that  the  average 
cost  per  year  for  two  schools, one  using  gas,  was  $710.29, 
and  one  using  coal,  stoker-fired,  $898.92,  or  a  difference 
in  favour  of  gas  of  1188.63.  He  did  not  work  out  average 
efficiencies  used  by  Mr.Zinder  and  Mr.  Brownie.  The  use 
of  averages  may  not  lead  to  a  completely  accurate  con¬ 
clusion  but  it  is  equally  difficult  to  apply  maximum 
figures  obtained  by  special  uses  and  minimum  figures  esti¬ 
mated  on  a  ”may  go  as  low  as”  basis. 

His  comparison  of  various  coals  with  gas  is:~ 

1.  Drumheller  stoker  coal  at  a  price  of  $4.00  per  ton 
for  large  commercial  and  small  industrial  load  is 
equal  to  20.2  cents  per  M.c.f.  for  gas,  whereas  the 
present  cost  of  gas  is  26  cents  per  M.c.f. 

The  efficiency  factor  used  is  75  per  cent  in 
both  cases.  In  this  figure,  Mr. Davies  is  using  the 
highest  rate  of  26  cents  while  under  the  particular  schedule 
used  the  rate  goes  down  to  17  cents,  depending  on  the  volume 
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used.  Again  in  1934,  when  the  average  rate  was  33*73 
cents  and  the  price  of  coal  less  than  it  is  today,  com¬ 
mercial  load  was  in  fact  not  lost.  He,  ’however,  ascribes 

that  fact  to  new  and  more  efficient  burning  appliances 
being  used. 

3.  Drumheller  slack  coal  at  $3.30  per  ton  for  large  in¬ 
dustrial  users  is  equivalent  to  11,7  cents  per  M-c.f. 

«* 

for  gas  with  a  present  cost  of  13.5  cents  per  M.c.f. 
The  eificiency  factor  used  is  76  per  cent  in  both 
cases . 

3,  Drumheller  slack  for  commercial  use  at  $3.30  per  ton 
is  equivalent  to  13.5  cents  per  M.c.f.  for  gas.  The 

extent  or  the  nature  of  use  of  slack  coal  is  not 
given  nor  the  relative  market  price  for  gas  for  such 
use*  The  efficiency  factor  used  is  75  per  cent  for 
gas  and  65  per  cent  for  slack  coal. 

4,  Canmore  stoker  coal  at  $6.33  per  ton  for  commercial 
carload  lots  is  equal  to  S3  cents  per  M.c.f.  for  gas, 

the  same  efficiency  factors  being  used.  The  relation¬ 
ship  is  35.7  cents  per  M.c.f.  if  the  coal  efficiency 
is  65  per  cent  instead  of  75  per  cent. 

5,  Canmore  slack  at  $6.33  per  ton  for  use  in  small 
industrial  plants  with  pulverized  coal  installations 
and  with  a  gas  efficiency  of  75  per  cent  and  a  coal 

efficiency  of  80  per  cent  is  equal  to  30,8  cents  per 
M.c ,f  for  gas. 

Mr.  Navies  also  compares  Crows  Nest  Pass  coal 
with  gas  and  in  all  cases  the  gas  equivalent  is  higher 
than  in  the  case  of  Drumheller  coal  and,  except  in  the 
case  of  stoker  coal,  is  less  than  the  market  price  of  36 
cents  per  M.c.f,  These  figures  given  and  comparisons  made, 
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with  one  exception,  relate  to  large  commercial  and  to 
small  industrial  users.  They  indicate  that  gas  is  more 
costly  than  coal  (but  only  if  the  assumed  efficiencies 
are  accurate)  and  that  the  two  fuels  are  now  in  competition 
with  each  other  in  the  case  of  commercial  and  industrial 
loads.  Obviously,  factors  other  than  price  must  have  their 
effect  on  use  and  no  doubt  these  factors  are  the  intangibles 
and  cost  before  discussed. 

Lethbridge  and  Taber  are  on  the  Gas  Company’s 
mains  and  the  spread  between  gas  and  coal  is  much  greater 
than  in  the  ".ase  of  Calgary,  with  the  result  that  very 
little  gas  is  used  for  commercial  purposes  in  Lethbridge 
and  none  for  industry.  The  domestic  picture  is  somewhat 
different. 

Mr .Lavies ’figures  indicate  that  neither  lump 
nor  egg  coal  is  in  competition  with  gas  on  a  straight  price 
consumption  but  that  nut  coal  is.  Again  we  have  the 
variable  efficiency  factor  to  consider,  the  type  of  equip¬ 
ment  used  and  all  the  intangible  factors  for  which  there 
is  no  known  method  of  computation. 

Although  Drumheller  coal  is  predominantly  used 
in  the  Calgary  market,  Mr. Davies  did  not  give  any  evidence 
respecting  the  relative  value  of  that  coal  and  natural  gas, 
but  simple  arithmetic  establishes  that  coal  is  not  com¬ 
petitive  with  gas  in  the  domestic  field.  In  the  Board’s 
opinion,  the  only  thing  conclusively  proved  by  all  the 
figures  submitted  by  these  three  witnesses  is  that  whatever 
result  is  most  desired  can  be  attained  by  the  simple  ex» 
pedient  of  varying  the  average  efficiency  factors  and 
disregarding  the  variations  in  gas  schedule  prices  due  to 
variability  of  use,  and  applying  these  factors  to  the 
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various  prices  and  grades  of  coal.  The  result  must  be 
always  more  or  less  arbitrary  and  cannot  reflect  all  the 
relevant  factors.  The  Board  regrets  that  the  evidence 
presented  on  this  important  question  does  not  afford  the 
Board  with  material  aid  in  arriving  at  any  reasonably 
scientific  solution  of  the  whole  problem,  and  in  making 
this  comment  no  criticism  is  intended  -  counsel  submitted 
the  best  evidence  available. 

Mr.  Hamilton,  the  Board's  Auditor,  felt  that  the 
cost  approach  could  not  be  entirely  abandoned  but  could 
only  be  used  as  an  upper  limit  on  the  price,  that  is  if 
it  were  possible  to  ascertain  the  cost  of  a  gas  well 
operation.  He,  however,  limits  ”cost’T  between  actual  cost 
and  what  the  cost  might  have  been  and  he  agreed  that  other 
approaches  to  the  problem  could  lead  to  a  more  equitable 
result.  Other  suggested  approaches  were? 

1 •  By  reference  to  the  terminal  price  on  the  Canadian 
Western's  system  and  working  back  to  the  well-head. 
The  use  of  this  method  would  involve  an  investigation 
into  the  affairs  of  Canadian  Western. 

2.  That  the  producer  should  get  some  margin  over  costs 
which  might  be  said  should  fall  upon  him  such  as 
repressuring  costs. 

3.  To  ascribe  a  nominal  value  to  the  gas  since  it  is  a 
waste  product;  and 

4.  To  adhere  to  historic  cost. 

In  argument,  it  was  suggested  that  the  Board 
should  have  regard  to  a  well-head  price  which  would  be 
adequate  to  care  for  a  reasonable  part  of  the  cost  of  pro¬ 
duction.  How  that  approach  is  possible  in  Turner  Valley 
is  beyond  comprehension,  for  we  are  dealing  with  what  was 
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nnce  a  waste  product  and  which  now  has  a  value  only 
because  a  market  has  been  created  for  it  by  the  Legis¬ 
lature.  We  are  dealing  with  a  product  which  is  a  mere 
incident  to  the  production  of  naphtha  and  oil  and  which 
it  might  be  said  has  no  production  cost,  but  now  has  a 
share  in  the  market  served  by  Canadian  Western.  We  are 
dealing  with  gas  produced  from  scores  of  wells  drilled 
at  different  costs  in  a  search  for  oil  and  which  have 
produced  oil  in  greater  or  lesser  degree.  The  evidence 

i  ' 

is  quite  conclusive  that  the  cost  approach  is  untenable. 
There  are  circumstances  under  which  it  might  be  possible 
to  relate  well-head  price  to  cost  of  production^  but  that 
could  only  be  in  a  gas  field  not  complicated  by  the  pro¬ 
duction  of  oil  and  naphtha,  where  well  spacing  is  adapted 
solely  to  gas  production  and  such  like  matters.  Such  an 
approach,  however,  does  not  appear  to  be  possible  here. 

Further  argument  was  that  persons  and  companies 
who  drill  wells  in  Turner  Valley  in  a  search  for  oil  should 
be  given  a  price  for  waste  gas  in  an  amount  which  will 
encourage  them  to  search  for  new  gas  fields.  It  is  diffi¬ 
cult  to  imagine  any  oil  operator  being  encouraged  to  engage 
in  a  search  for  gas  fields.  Their  interest  is  in  oil  and 
if  gas  is  found  as  an  incident  to  oil  production,  then  if 
a  market  can  be  found  for  gas  then  they  are  fortunate  and 
a  price  for  the  gas  can  be  fixed  either  by  agreement  or 
by  the  Board. 

It  was  argued  that  Mr,  Binder’s  comparative 
United  States  figures  were  well-head  prices  but  a  reference 
to  the  caption  on  his  schedules  shows  them  to  be  field 
prices  which  could  be  and  in  fact  were  shown  to  be  in  many 
instances  altogether  different  from  well-head  prices. 
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It  was  argued  that  if  the  price  to  domestic  and 
commercial  users  had  been  increased  in  1945  by  5  cents  per 
M.c.f.,  Canadian  Western’s  revenue  would  have  increased  by 
the  sum  of  $487,403.00;  that  if  the  Nitrogen  Plant  had 
been  billed  on  the  same  basis  as  other  large  users, 
additional  revenues  to  Canadian  Western  would  have  been 
$150,000.00;  that  the  latter  earned  $340,958.00  in  excess 
of  its  permitted  rate  of  return  ®f  8  1/2  per  cent  per 
annum;  that  its  gas  purchased  from  Madison  amounted  to 
$1,014,893.00.  Based  on  these  arguments  and  assumptions, 
related  to  the  16,148,235  M.c.f.  purchased  in  1945,  it  was 
stated  that  Canadian  Western  could  have  paid  12,347  cents 
per  M.c.f.  instead  of  7  3/4  cents  per  M.c.f,  It  was  farther 
argued  that  if  this  rate  had  been  paid  and  that  if  Madison’s 
costs  were  as  outlined  in  the  argument,  the  following  prices 
could  have  been  paid  to  producers: 


1945 


Producers  connected  to  Madison  6.29980  per  M.c.f, 


Producers  connected  to 

British  American  10.21570  per  M.c.f. 

Producers  connected  to  Gas  and 

Oil  Refineries  2,02760  per  M.c.f, 


1945-1946  Inclusive 

Producers  connected  to  Madison  6.05310  per  M.c.f. 

Producers  connected  to 

British  American  10.22260  per  M.c.f. 

Producers  connected  to  Gas  and 

Oil  Refineries  1.51970  per  M.c.f. 

The  5  cents  mentioned  above  is  purely  an  arbitrary  figure 

and  the  whole  argument  comes  to  this,  that  certain  results 

would  fallow  if  certain  things  were  assumed. 

It  was  argued  by  Canadian  Western  and  the  City 

that  the  existing  wholesale  price  of  7  3/4  cents  is  the 


c- 


\ 


1 


*'■ 


'•y? 


i 


r 


■  *'  • 


125 


upper  limit  price.  If  that  be  accepted  as  correct,  then 
if  the  cost  of  gathering,  scrubbing,  transmission  and 
compressing  should  exceed  that  amount,  the  deficiency  must 
be  made  up  by  the  producers,  which  of  course  leads  to 
obvious  difficulty.  Alternatively,  it  was  suggested  that 
if  the  historic  well-head  price  be  adopted,  the  extra  costs 
involved  by  reason  of  increased  installations  must  be 
deducted  from  that  figure.  It  must  be  observed,  however, 

that  when  the  Legislature  gave  the  Board  power  to  fix  just 

% 

and  reasonable  well-head  prices  it  did  not  also  provide 
that  the  price  of  gas  to  the  Candian  Western  was  not  to 
be  disturbed. 

It  was  also  argued  that  the  production  of  gas  in 
Turner  Valley  was  an  incident  to  the  production  of  oil  and 
naphtha  and  that  it  had  fulfilled  its  primary  function  when 
it  raised  these  products  to  the  surface,  and  thereafter  was 
a  waste  product,  and,  as  a  result,  gas  consumers  should  not 
he  called  upon  to  pay  a  greater  price  for  a  waste  product 
than  for  a  primary  product. 

On  the  volume  of  evidence  submitted,  on  the  many 
assumptions  on  which  so  much  of  the  evidence  was  based,  on 
the  voluminous  calculations  submitted  and  on  the  varied 
and  violently  opposed  arguments,  the  Board  has  a  statutory 

duty  to  fix  a  just  and  reasonable  price  for  natural  gas  at 

/ 

the  well-head  without  taking  into  account  absorption  plant 
produc  ts . 

Four  classes  are  affected  -  producers,  the  various 
companies  gathering  and  processing  gas,  the  retail  distri¬ 
buting  company,  and  finally  the  consumers  on  the  Canadian 
Western  and  other  distribution  systems.  These  consumers 
are  divided  into  domestic,  commercial  and  industrial  classes 
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each  affected  in  different  degree  by  relative  price 
schedules.  The  Board  considers  it  to  be  under  a  duty  to 
fix  rates  that  are  fair  to  producers,  to  the  wholesale 
and  retail  distributing  companies  and  that  are  reasonable 
to  all  classes  of  consumer,  and  that  it  must  not  fix  rates 
so  that  the  impact  of  a  particular  rate  on  one  class  of 
consumer  will  call  for  a  subsidy  from  another. 

It  has  been  laid  down  that  a  just  and  reasonable 
rate  can  never  exceed  and  may  in  fact  be  less  than  the 
value  of  the  service  to  the  consumers,  and  that^  on  the 
other  hand,  justice  to  the  public  utility  companies  re— 
requires  that  the  rate  must  allow  a  fair  return  on  the 

respective  rate  bases  after  all  operating  costs  have  been 
met . 

The  rates  fixed  must,  therefore , lie  between 
these  two  limits.  In  Canadian  Southern  Railway  vs.  Inter¬ 
national  Bridge  Company,  8  A.C.  723,  Lord  Selborne  said: 
JtThe  principle  must  be,  when  reasonableness 
comes  in  question,  not  what  profit  it  may  be  reason¬ 
able  for  the  company  to  make  but  what  it  is  reasonable 
to  charge  the  person  who  is  to  be  charged/’ 

With  that  observation  there  must  be  coupled  the 
thought  that  a  utility  company  is  entitled  to  and  must  be 
allowed  a  fair  rate  of  return  on  capital  invested.  The 
value  of  plant  and  equipment  for  rate  making  purposes  may 
be  determined  on  one  basis  or  another  in  terms  of  money, 
operating  expenses  can  be  determined  accurately,  subject, 
of  course,  to  efficiency  of  operation,  and  a  rate  of  return 
can  be  fixed.  It  is  these  elements  that  cause  the  cost  of 
service  to  the  customer  to  be  less  than  would  be  the  case 
if  there  were  no  regulation.  The  public  is  protected  from 
charges  which  an  unregulated  monopoly  might  impose  and  at 
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the  same  time  recognition  is  given  to  the  principle  that 
the  utility  company  is  entitled  to  a  fair  reward  for  the 
service  which  it  renders.  It  seems  to  the  Board  that 
these  principles  apply  to  producers  and  to  the  price  to 
which  they  are  entitled  for  their  product  with  as  much 
force  as  they  apply  to  the  service  companies  and  at  the 
same  time  the  impact  of  the  well-head  price  must  be  re¬ 
lated  to  the  reasonableness  of  the  rates  which  the  con¬ 
sumer  will  be  called  upon  to  pay  by  reason  of  that  price. 

It  is  possible  in  this  case  that  the  cost  of 
installations  made  by  the  field  service  utility  companies 
may  cause  an  increase  in  the  cost  of  gas  to  the  consumer. 
Any  such  increase  is  justified  on  the  principle  that  rates 
must  not  be  fixed  at  such  a  level  as  to  deny  a  fair  reward 
for  the  service  rendered  and  that  principle  applies  with 
added  force  since  the  installations  were  made  pursuant  to 
orders  of  the  Board  under  statutory  direction.  It  must 
also  be  considered  that  such  installations  were  made  for 
the  dual  purpose  of  conserving  natural  gas,  by  which  the 
consumers  benefit  through  an  extension  of  the  life  of  the 
field,  and  for  securing  to  producers  a  market  formerly 
denied  to  them.  Unfortunately  the  price  to  be  paid  for 
natural  gas  at  the  well-head  cannot  be  fixed  in  terms  of 
money  by  the  application  of  the  same  principles  which 
apply  to  installations  of  machinery  and  the  like.  It  is 
abundantly  clea.^  from  the  evidence  that  no  economic  theory, 
no  arithmetic  calculation,  no  scientific  formula  and  cer¬ 
tainly  no  lega]  formula  can  be  found  or  established  whereby 

a  well-head  price  can  be  fixed  which  would  comnletely 

( 

answer  the  test  of  justice  and  reasonableness.  In  Public 
Service  Gas  Company  vs  *  Board  of  Public  Utility  Commission¬ 
ers,  84  N.J.L.  463,  it  is  said: 
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"Like  so  many  other  questions  in  the  law  that 
involve  the  reasonableness  of  conduct,  it  is  a 
question  of  fact  to  be  settled  by  the  good  sense  of 
the  tribunal  it  may  come  before." 

In  the  same  case  it  is  also  said: 

"The  real  test  of  the  justice  and  reasonableness 
of  an  individual  rate  seems  to  be  that  it  should  be 
as  low  as  possible  and  yet  sufficient  to  induce  the 
investment  of  capital  in  the  business  and  its  con¬ 
tinuance  therein . " 

In  O’Brien  vs.  Board  of  Public  Utility  Commission¬ 
ers,  132  P.U.R.  1919  B  865: 

"The  question  of  the  reasonableness  of  the  rate 
has  always  been  regarded  as  complex  and  as  largely  a 
business  question." 

The  Board  further  considers  that  just  as  a 
reasonable  rate  means  the  reasonableness  of  rate  schedules 
as  a  whole  as  opposed  to  the  specific  rates  which  compose 
the  complete  schedule,  it  must  give  what  weight  it  can  on 
such  evidence  as  is  before  it  to  the  whole  rate  structure 
from  the  well-head  to  the  consumer's  burner. 

Normally,  the  cost  of  production  .-plus  a  profit 
determines  the  price  of  a  commodity  and  the  profit  will 
vary  according  to  the  conditions  under  which  that  commodity 
is  produced  and  sold  -  supply  and  demand  -  and  will  depend 
upon  whether  it  be  exposed  to  the  test  of  free  competition 
or  whether  there  be  monopoly  or  whether  there  be  regulation. 

It  would  seem  to  the  Board  that  regulation  is 
designed  to  restrict  the  cost  of  a  commodity  to  the  cost 
of  production  properly  ascertained,  plus  a  reasonable 
profit.  If  then  the  cc-st  of  producing  gas  in  Turner  Valley 
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were  known  either  actually  or  approximately,  the  problem 
would  be  much  less  perplexing  than  it  is.  There  certainly 
is  no  such  formula  in  the  case  of  wells  drilled  in  the 
gas  cap,  although,  subject  to  what  is  to  be  said  later, 
approximate  costs  of  production  may  be  ascertained.  The 
ascertainment  of  even  the  approximate  cost  of  producing 
gas  in  the  oil  zone  is  quite  impossible.  There  is  perhaps 
some  force  in  the  contention  advanced  on  behalf  of  the 
City  that  there  is  in  fact  no  such  thing  as  the  cost  of 
production  in  either  of  the  two  zones.  All  costs  of 
drilling  were  incurred  in  a  search  for  oil  and  it  can 
hardly  be  said  that  part  of  these  costs  so  incurred  -  now 
that  a  market  has  been  found  for  the  waste  gas  -  should  be 
apportioned  to  gas.  The  value  of  the  gas  can  only  be  its 
value  at  the  burner  tip  less  the  costs  incurred  in  trans¬ 
porting  it  from  the  well-head  to  that  point.  The  waste 
product,  itself,  however,  must  have  some  value  since  it 
is  now  utilized  as  fuel  and  since,  except  for  peak  load 
periods,  the  gas  in  Royalite  gas  cap  is  being  conserved 
for  future  use.  How  is  the  commodity  value  to  be  estab¬ 
lished  when  no  evidence  is  available  to  establish  production 
costs  or  where  it  is  argued  that  there  are  no  production 
costs?  Without  attributing  to  itself  the  possession  of  any 
superabundance  of  "good  sense”.,,  the  Board  considers  that  it 
must  apply  to  the  problem  the  amount  of  good  sense  which  it 
hopes  it  possesses  and  must  arrive  at  its  result  by  con¬ 
sidering  and  applying  all  of  the  many  factors  which  have 
been  presented  to  it  during  the  course  of  the  hearing. 

Counsel  for  Madison  says  that  the  Board  must  not 
consider  the  historic  price  of  gas,  must  not  use  either  an 
arbitrary  or  a  judgment  figure.  The  Board  agrees  that  it 
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must  not  use  an  arbitrary  figure  and  does  not  propose  to 
do  so  but  it  has  already  in  this  decision  quoted  authority 
for  its  right  to  fix  the  price  by  a  judgment  figure. 

So  far  as  historic  price  is  concerned  it  was 
said  in  The  Public  Service  Gas  Company  case,  supra: 

"In  determining  the  justice  and  reasonableness 
or  rates  perhaps  no  better  test  can  ordinarily  be 
found  than  the  rates  charged  in  locations  similarly 
situated  although  we  do  not  say  that  even  that  test 
is  infallible." 

That  dictum  may  not  be  completely  applicable  here  and  per¬ 
haps  in  pure  rate  making  is  much  too  sweeping  but  it  at 
least  affords  some  authority  by  which  this  Board  has  the 
right  in  its  deliberations  to  consider  the  historic  price 
of  gas  in  this  and  other  fields. 

Turner  Valley  historic  price,  in  view  of  the 
ample  waste  supply  available,  may  have  been  a  take-it-or- 
leave-it  figure  but  in  all  probability  it  was  a  price  less 
than  the  value  placed  by  Royalite  on  its  own  gas.  It  does, 
however,  afford  a  starting  point. 

Without  going  into  the  details  of  the  Canadian 
Western's  present  rate  schedules  filed  in  this  hearing, 
the  domestic  price  of  gas  in  Calgary  is  25  cents  per  M.c.f. 
and  that  gas  was  purchased  by  Canadian  Western  from  Royalite 
at  7  3/4  cents  per  M.c.f.,  a  price  arrived  at  on  a  bar¬ 
gaining  basis.  It  does  not  necessarily  follow  that  an 
increase  in  the  wholesale  price  of  gas  will  automatically 
increase  the  price  to  the  consumer.  It  cannot  be  over¬ 
looked  that  between  1928  and  1939,  the  domestic  rate  was 
33  cents  but  it  does  not  follow  that  the  value  of  the  ser¬ 
vice  today  can  be  placed  at  33  cents  and  that  the  board  is 


t 


* 


/ 


> 


131 


entitled  to  regard  25  cents  and  33  cents  as  the  lower  and 
upper  limits  of  the  price  to  the  consumer.  The  service 
today  is  worth  25  cents  per  M.c.f.  to  domestic  users  and 
en  increase  in  that  price,  if  any,  can  only  be  justified 
by  the  cost  of  additional  installations  and  by  the 
statutory  direction  to  the  Board  to  fix  a  just  and  reason¬ 
able  well-head  price  to  the  producer.  The  Board,  however, 
is  keeping  before  it  present  as  well  as  past  prices  as 
factors  to  be  considered  in  its  final  determination. 

Well-head  prices  elsewhere  must  be  considered, 
although  in  order  to  get  an  accurate  concept  of  these 
prices,  their  effect  upon  the  final  burner-tip  price, 
related  to  all  other  intervening  costs,  would  have  been 
cf  some  assistance.  However,  competitive  prices  in  com¬ 
parable  United  States  fields  approximate  from  5  to  6  cents 
per  M.c.f.  which  are  prices  for  sweet  gas  and  which  are 
subject  to  some  reduction  if  scrubbing  is  needed.  From  the 
evidence  given  both  by  Mi.  Zinder  and  by  Mr.  Davies,  it  is 
obvious  that  the  cost  of  gathering  and  the  cost  of  trans¬ 
portation  to  the  point  of  delivery,  if  any,  fall  upon 
producers  and  these  costs  must  reduce  the  net  well-head 
price  by  some  amount.  In  Turner  Valley  not  only  is 
gathering,  transportation  and  scrubbing  required  but  re¬ 
pressuring  and  compression  must  be  resorted  to,  one  for 
conservation  and  the  other  as  an  aid  to  transportation, 

A  partially  finished  article  cannot  command  the  same  price 
as  a  completed  one  and  he  who  produces  the  former  can  only 
expect  to  receive  a  smaller  price.  The  evidence  also 
indicates  that  the  transportation  of  gas  in  Turner  Valley 
must  be  more  costly  than  it  would  be  if  Turner  Valley  were 
purely  a  gas  field,  where  if  such  weie  the  case,  the  number 
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of  wells  and  the  number  of  gathering  lines  would  be  very- 
much  less  than  they  now  are.  If  in  this  case  the  producer 
asks  for  the  same  price  for  sour  gas  at  the  well-head  as 
is  paid  in  the  United  States  for  gathered  sweet  gas  at  the 
point  of  delivery  where  immediate  compression  is  not  re¬ 
quired,  he  is  asking  that  the  public  be  called  upon  to  pay 
the  United  States  price  plus  the  addition  of  all  the  ser¬ 
vices  between  the  well-head  and  the  point  of  delivery. 

There  can  be  nothing  just  or  reasonable  in  such  a  sub¬ 
mission.  The  intervening  costs  between  the  well-head  and 
the  final  point  of  delivery,  and  the  cost  of  re-pressuring 
must  be  considered  in  relation  to  the  well-head  price. 

There  are  still  other  matters  to  be  considered. 
Producers  in  the  oil  zone  -now  nave  a  market  formerly  denied 
but  now  available  to  them.  As  mentioned  before,  when  the 
Legislature  enacted  the  Statute  it  did  not  direct  the  Board 
to  see  to  it  that  prices  in  Calgary  should  not  be  disturbed, 
nor  did  it  say  to  the  Board,  you  will  afford  a  market  for 
waste  gas  and  you  must  fix  a  price  which  will  call  upon  the 
public  to  pay  a  price  greatly  in  excess  of  what  they  once 
paid.  These  are  matters  which  lie  within  the  wide  dis¬ 
cretionary  powers  given;  they  are  not  questions  of  law  but 
are  purely  business  questions. 

Neither  can  it  be  overlooked  that  producers  in 
the  oil  zone  not  formerly  connected  to  absorption  plants 
are  now  and  for  many  years  will  be  in  receipt  of  revenue 
from  absorption  gasoline,  so  that  they  are  now  in  a 
favoured  position  compared  with  that  formerly  enjoyed  by 
them. 

The  evidence  indicates  that  in  the  domestic  market, 
coal  is  not  competitive  with  gas  but  that  does  not  justify 
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the  Board  in  placing  the  price  of  gas  at  a  figure  which 
will  merely  enable  it  to  retain  the  market.  The  pre¬ 
ponderance  of  evidence  indicates  that  in  the  commercial 
market  coal  probably  is  competitive  with  gas  but  that  again 
depends  to  some  extent,  as  has  already  been  pointed  out, 
upon  the  percentage  of  efficiency  used  in  arriving  at  the 
relativity  of  the  two  fuels  and  upon  the  willingness  of 
commercial  users  to  convert  present  gas  equipment  to  new 
varieties  of  coal  burning  equipment  and  t«  mechanized 
stokers  plus  all  the  intangible  costs  already  enumerated. 
Actual  experience  alone  can  afford  the  answer  but  it  must 
be  pointed  out  that  if  an  increase  in  price  results  in  a 
loss  or  partial  loss  of  commercial  or  industrial  load,  the 
domestic  consumer  must  suffer  an  increase  in  price.  The 
loss  of  commercial  or  industrial  load  must  result  in 
deferred  revenue  to  the  producer  and  loss  to  the  consumer. 

The  Board  is  not  directed  to  fix  a  well-head 
price  which  will  result  in  the  public  paying  for  gas  an 
amount  equivalent  to  the  competitive  price  of  coal,  with 
some  arbitrary  allowance  for  intangible  factors,  nor  is  it 
directed  to  fix  a  price  to  the  commercial  consumer  which 
will  induce  him  to  continue  the  use  of  gas  instead  of  con¬ 
verting  to  coal.  The  price  fixed  must  necessarily  be  a 
judgment  figure  related  to  the  cost  of  the  service  now 
given  and  the  additional  costs  which  have  been  incurred 
for  the  dual  purpose  of  making  a  waste  product  available 
to  the  market,  and  conserving  gas  for  the  future,  and  these 
must  all  be  weighed  against  the  various  factors  just  dis¬ 
cussed,  and  if  possible  some  equilibrium  maintained  between 
past  and  future  demand.  Had  Canadian  Western  been  in  a 
position  to  bargain  with  individual  producers,  the  law  of 
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supply  and  demand  would  have  been  the  yardstick  by  which 
field  prices  would  be  measured .  When  the  supply  in  Turner 

Valley  exceeded  the  demand  by  very  substantial  amounts 
coupled  with  the  existence  cf  other  gas  resources  already 
discussed,  the  company  could  and  no  doubt  would  have 

r 

dictated  the  price  which  they  would  pay  for  gas.  The 
abolition  of  the  exclusive  feature  in  the  Royalite  - 
Canadian  Western  contract  standing  alone  would  have  put  the 
latter  in  a  favourable  bargaining  position  with  producers 
in  all  provincial  fields,  but  that  abolition  was  also 
coupled  with  provisions  which  limit  to  some  extent  the 
application  of  the  law  of  supply  and  demand  by  the  intro¬ 
duction  of  the  just  and  reasonable  price  principle.  The 
Statute,  however,  did  not  reverse  the  position  of  Canadian 
Western  and  the  producers  so  as  to  place  the  latter  in 
such  a  position  as  would  enable  them  to  dictate  the  price 
at  which  they  would  sell  their  gas. 

Having  given  consideration  to  the  regulatory 
principles  previously  discussed  and  having  applied  these 
principles  to  the  entire  record  on  this  phase,  and  having 
considered  the  volume  of  production,  the  need  for  com¬ 
pression,  scrubbing,  repressuring  and  the  nature  and  extent 
of  the  field,  well-spacing  and  the  like,  the  Board  is  of 
the  opinion  and  so  directs  that  Three  (3)  cents  per  M.c.f, 
is  a  just  and  reasonable  basic  well-head  price  to  be  paid 
to  the  producers  for  gas  going  to  the  residue  markets, 
discounted  in  the  case  of  all  repressured  gas  on  the  basis 
previously  discussed.  That  basic  price  must  be  subject  to 
the  principles  which  the  Board  has  decided  must  be  applied 
to  cost  allocation  in  the  cases  of  B.  A.  Utilities  and 
G.O.R,  as  discussed  under  that  caption.  The  impact  of 
the  price  or  prices  so  fixed  upon  the  rate  schedules  of 
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Canadian  Western  can  only  be  determined  by  the  Board  of 
Public  Utility  Commissioners. 

COST  ALLOCATION 

Madison  Natural  Cas  Company  Limited 

In  dealing  with  this  subject  some  extended 
reference  must  be  made  to  the  history  of  the  field  and  to 
the  various  absorption  plants  now  situate  in  it. 

In  1921,  Royalite  purchased  three  wells  which 
were  producing  wet  gas  and  some  crude  oil..  That  is  the 
evidence  but  the  Board  assumed  that  "crude  oil"  in  reality 
means  naphtha,  An  absorption  plant  which  had  been  operated 
in  conjunction  with  these  wells  burned  down  in  1920. 

Royalite  built  a  new  absorption  plant  in  1921  and  put  in 
compression  machinery  to  enable  residue  gas  to  be  delivered 
to  Canadian  Western.  Royalite  No.  4  well,  deepened  to  the 
Madison  limestone,  came  into  production  in  1924  and  the 
compressor  capacity  was  increased.  Gas  was  first  delivered 
to  Canadian  Western  from  Royalite  No.  4  in  December  1925. 

It  is,  of  course,  possible  -  although  there  is  no  direct 
evidence  on  the  point  -  that  Royalite  had  in  mind  the 
residue  market  which  was  then  in  critically  short  supply. 
Royalite  No.  4  established  and  was  the  first  well  in  the 
gas  cap.  The  gas  contained  a  dangerously  high  percentage 
of  sulphuretted  hydrogen  and  a  plant  was  erected  to  eliminate 
this  toxic  element.  The  1921  absorption  plant  was  closed 
down  in  1926  or  1927  and  except  for  the  extraction  of 
naphtha  from  the  gas  and  the  purification  of  it  there  was 
no  other  processing. 

Royalite  erected  its  present  absorption  plant 
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in  1933  by  which  time  the  Canadian  Western  market  peak  load 
was  60,000,000  cubic  feet.  At  this  time  gas  in  excess  of 
market  demand  was  being  delivered  to  the  scrubbing  plant, 
the  explanation  given  being  that  hydrate  formations  in  the 
gathering  lines  required  excess  delivery  in  order  that  con¬ 
tinuity  of  supply  to  the  market  should  be  assured.  Exhibits 
filed  show  that  between  1933  and  1938  the  gas  marketed 
amounted  tc  54,167,000,000  cubic  feet  and  during  the  same 
period  over  257  billion  cubic  feet  went  through  the 
absorption  plant.  In  any  case,  the  excess  gas  amounting 
approximately  to  204  billion  cubic  feet  was  burned  or 
wasted,  or  at  least  served  no  useful  function.  It  was 
argued  that  the  gas  gathering  system  was  designed  to  meet 
the  needs  of  the  scrubbing  plant  or,  in  other  words,  the 
residue  market.  The  Board,  however,  must  observe  that  the 
wells  connected  to  the  scrubbing  plant  were  not  drilled 
primarily  to  supply  the  market  but  were  drilled  for  oil  and 
as  a  result  -  at  least  up  to  1939  in  the  case  of  Royalite  - 
billions  of  feet  of  gas  were  burned  in  open  flares,  both 
before  and  after  the  erection  of  the  scrubbing  plant . 

In  1933  -  1934,  there  was  a  very  extensive 
enlargement  of  the  gas  gathering  system  -  just  after  the 
absorption  plant  was  built.  The  extensions  connected  to 
the  absorption  plant  wells  in  which  Royalite  had  no  in¬ 
terest  and  except  to  a  very  small  extent  most  of  the 
residue  gas  from  these  wells  was  flared. 

In  1935,  Royalite  constructed  its  No.  2  absorption 
plant  some  miles  south  from  the  No.  1  plant.  It  definitely 
t did  not  deliver  any  residue  gas  to  market.  The  gas  gather¬ 
ing  lines  connected  to  the  No. 2  plant  were  designed  for 
the  recovery  of  natural  gasoline  and  for  no  other  purpose. 
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It  was  admitted  in  evidence  that  no  single  well 
was  drilled  for  the  recovery  of  natural  gas. alone.  It  was 
also  admitted  that  had  the  field  been  developed  as  a £ps 
field,  the  drilling,  the  well-spacing  and  all  the  mechanics 
of  its  operation  would  have  been  different  from  that  which 
exists  today.  This  problem  as  it  related  to  British 
American  and  Gas  and  Oil  Products  will  be  discussed  later. 

Royalite  transferred  to  Madison  its  gas  gathering 
lines  and  the  Board  agrees  that  no  objection  can  be  taken 
to  this  procedure  since  Madison  must  control  and  manage 
them.  The  gas  gathered  must  be  compressed  to  the  working 
pressure  of  the  absorption  plant  which  pressure  in  turn  is 
related  to  the  pressure  at  which  the  residue  gas  must  be 
delivered  into  the  Canadian  Western  system.  The  costs  of 
gathering  and  compression  must  therefore  be  divided  between 
the  absorption  plant  and  the  residue  market. 

In  its  original  plan  submitted  to  the  Board, 
Madison  proposed  that  Royal it e  should  pay  to  it,  25  per 
cent  of  the  gross  value  of  natural  gasoline  extracted  from 
the  wet  gas.  Under  existing  contracts  (assigned  to  Madison 
by  Royalite)  Madison  pays  to  producers  20  per  cent  of  the 
gross  value  of  natural  gasoline  extracted  and  the  balance 
of  5  per  cent  would  represent  Royalite’ s  contribution  to 
che  gathering  and  compression  costs.  Madison  would,'  there¬ 
fore,  bear  the  direct  costs  of  operating  the  lines  and  the 
compressor  stations,  the  amortization  of  all  che  equipment 
used  and  in  return  would  receive  the  above  percentage  from 
Royalite.  No  figures  were  submitted  to  establish  the 
relativity  of  the  costs  to  the  remuneration  offered.  It 
was,  suggested  during  the  hearing  that  this  proposal  was  a 
tentative  one  only  but  the  plan  as  submitted  to  the  Board 
does  not  bear  out  this  contention.  The  exact  words  are 
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" settlement  for  the  natural  gasoline  content  should  be 
based  on  the  following”,  -  then  follows  the  method  of 
settlement  outlined  above.  The  proposal  thus  made  may 
have  been  tentative  in  the  sense  that  it  would  be  subject 
to  examination,  analysis  and  final  determination  by  the 
Board,  but  there  is  nothing  in  the  submission  to  indicate 
that  it  was  tentative  in  the  minds  of  Royalite  or  Madison 
of f ic ials . 

At  the  opening  of  the  hearing,  Royalite  sub¬ 
mitted  that  the  costs  to  be  apportioned  should  be,  direct 
operating  expenses,  general  taxes ,  administrative  and 
general  overhead,  depreciation,  return  on  investment  and 
income  tax.  The  witness  submitted  that  these  costs  should 
be  borne  by  Madison  and  Royalite  in  proportion  to  their 
respective  revenues.  The  witness  stated  that  this  (sales 
realization  method)  was  one  of  the  generally  accepted 
methods  of  allocation  and  that  apparently  there  was  no  more 
equitable  method.  No  figures  were  submitted  to  demonstrate 
what  the  result  would  be. 

Subsequently,  Madison  and  Royalite  both  submitted 
that  gathering  and  compression  costs  should  be  allocated 
on  a  volumetric  basis.  If  that  be  the  correct  method  then 
it  becomes  necessary  to  determine  the  respective  volumes 
of  material  extracted  or  used  in  the  absorption  plant  and 
^he  resultant  residue  gas. 

The  evidence  is  conflicting.  Madison  is  computing 
marketable  reserves  in  the  field  assumed  a  shrinkage  of  15 
per  cent  in  the  absorption  plant.  If  that  be  so  and  if  the 
volumetric  method  of  cost  allocation  be  adopted,  then 
Royalite  would  be  called  upon  to  pay  15  per  cent  of  the 
total  costs  and  the  residue  market  85  per  cent  thereof. 


(  0 


.r> 


*  *  * 


n 


t 


139 


•> 


In  a  subsequent  submission  relating  to  market 
sharing  position,  figures  submitted  by  Madison  indicated 
that  the  shrinkage  in  the  absorption  plant  plus  gas 
returned  from  the  plant  to  the  field  for  drilling  fuel 
approximated  15  per  cent  of  the  amount  delivered  to  the 
plant . 

In  its  direct  submission  on  this  point,  Madison 
estimated  that  the  total  wet  gas  gathering  and  compression 
costs  for  the  years  1944  -  1948  would  amount  to  $2,354, 24r 
and  that  $228,068.00  should  be  charged  to  the  absorption 
plant,  the  percentage  being  9.688  per  cent.  This  per¬ 
centage  is  directly  related  to  the  estimated  shrinkage  and 
fuel  consumed  in  the  extraction  process.  It  was  admitted, 
however,  that  this  percentage  did  not  take  into  account 
unscrubbed  residue  gas  returned  to  producers  for  drilling 
fuel . 

On  the  other  hand,  a  witness  for  Madison  on 
cross-examination,  admitted  that  for  the  purpose  of 
internal  accounting  Royalite  (prior  to  the  incorporation 
of  Madison)  allocated  these  costs  on  the  basis  of  40  per 
cent  to  the  absorption  plant  and  60  per  cent  to  the  residue 
gas.  It  can  hardly  be  supposed  that  these  are  arbitrary 
figures  but  that  they  were  used  at  least  on  some  relative 
basis  for  the  purpose  of  determining  the  result  of  the 
operations  of  the  various  departments  of  an  integrated 
operation.  There  is  no  difference  today  in  this  integrated 
operation  from  that  which  existed  before  the  enactment  of 
the  Statute.  Theoretically  Madison  is  performing  a  service 
f®r  Royalite  but  in  reality  two  integrated  companies  are 
carrying  out  two  operations  formerly  carried  on  by  one  of 
them.  The  profits  ®f  the  natural  gas  division  of  Royalite 
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belonged  to  Royalite  and  now  the  profits  made  by  Madison 
out  of  its  gas  operations  pass  to  Royalite,  its  principal 
shareholder.  Again  a  breakdown  of  the  7  3/4  cents  charged 
by  Royalite  to  Canadian  Western  might  have  been  of  some 
assistance.  The  Board,  however,  cannot  consider  that  the 
mere  formation  of  a  subsidiary  company  should  result  in 
the  absorption  plant  being  placed  in  a  better  position 
than  formerly,  especially  when  that  position  will  be  at 
the  expense  of  the  residue  market. 

The  submissions  made  to  the  Board  in  the  early 
stages  of  the  hearing  cannot  be  treated  as  being  either 
tentative  or  frivolous.  They  were  seriously  made  and  the 
Board  must  assume  that  on  analysis  they  proved  to  be  less 
favourable  to  Royalite  than  the  volumetric  theory  finally 
advanced.  There  is  no  criticism  implied  in  this  statement, 
for  every  company  -  integrated  with  others  or  not  -  is 
entitled  to  seek  and  to  gain  if  it  can  all  possible  ad¬ 
vantages.  . 

Volumetric  cost  allocation  in  this  case  seems  to 
proceed  further  on  the  theory  that  Madison  should  be  treated 
as  a  common  carrier  and  that  since  the  goods  carried  are  all 
hydrocarbons,  the  rate  for  each  component  part  should  be  the 
same  and  the  cost  distributed  in  relation  to  the  volume 
delivered  to  each  customer.  Argument  was  addressed  to  the 
Board  that  any  allocation  on  a  different  basis  from  that 
suggested  would  amount  to  discrimination.  Madison  in  its 
gathering  and  compression  essentially  has  two  customers  - 
Royalite  and  Canadian  Western.  It  delivers  wet  gas  to 
Royalite  for  absorption  purposes  and  it  delivers  an  entirely 
different  product  to  Canadian  Western.  In  Royalite  Oil 
Company  v.  Major  Oil  Investments,  1941,  3  W.W.R.  18,  the 
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functions  of  this  wet  gas  gathering  system  and  the  final 
result  were  discussed.  In  that  case,  Hon.  Chief  Justice 
Harvey  pointed  out  that  Royalite  contended  (and  he  adopted 
this  contention)  that  the  purpose  of  the  gas  gathering 
system  was  primarily  the  extraction  of  natural  gasoline 
and  its  secondary  purpose  was  distribution  for  fuel  pur¬ 
poses.  He  further  pointed  out  that  Royalite  contended 
that  the  gas  gathering  system  was  quite  distinct  from  the 
system  of  distribution.  The  learned  Chief  Justice  at  Page 
23: 

"It  seems  quite  plain  that  the  contents  of  the 
gathering  pipe  line  is  something  quite  different  from 

though  including  what  is  delivered  . .  . . 

and  it  would  appear  to  be  of  no  importance  that  the 

absorption  and  scrubbing  plants  are  owned  by  the 

appellant  instead  of  .  by  some  other  person." 

The  underlining  is  the  Board’s.  Reference  may  also  be  made 
to  Structure  Oil  and  Gas  Company  v.  Royalite  Oil  company, 
1943,  2  W.W.R.  49. 

The  irresistible  conclusion  is  -  the  hydrate 
problem  notwithstanding  -  that  for  a  period  of  at  least 
five  years  the  gas  gathering  system  was  designed  to  supply 
the  absorption  plant  with  its  raw  material  and  Royalite 
was  in  the  fortunate  position  of  having  a  market  for  a 
fraction  of  the  residue  gas.  When  crude  oil  was  discovered 
in  1936,  very  few  of  the  crude  oil  wells  were  connected  to 
the  absorption  pient. 

We  then  have  this  situation  -  a  gathering  and 
compression  system  designed  for  the  absorption  plant  and 
carrying  to  the  absorption  plant  a  volume  of  raw  material 
which  up  until  1938  was  not  related  to  the  residue  market 
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but  which  was  so  related  after  1938.  The  residue  product 
is  quite  different  from  the  substance  which  entered  the 
plant  so  that  the  volumetric  basis  can  have  little  if  any 
application  in  allocating  the  costs  for  the  gathering  of 
one  substance  and  the  delivery  of  a  different  substance. 

If  the  system  delivered  15  per  cent  of  its  load  to  the 
absorption  plant  and  85  per  cent  directly  to  the  residue 
market,  different  considerations  might  apply.  That,  how¬ 
ever,  is  not  the  case  for  in  fact  the  total  load  of 
gathered  gas  is  delivered  to  the  absorption  plant,  without 
which  it  could  not  operate.  It -was  suggested  by  Canadian 
Western  that  the  division  of  costs  between  the  two  parties 

should  be  determined  by  the  factor  100  . 

185 

For  the  Attorney  General,  submissions  were  made 
based  upon  the  actual  operating  costs  for  1944,  adjusted 
as  to  the  rate  base,  the  measure  of  depreciation  and  rate 
of  return  advocated  by  his  representative  during  the 
hearing  and  in  argument.  The  total  cost  of  gathering  is 
shown  as  $383,840.00  which  is  allocated  between  the  absorp¬ 
tion  plant  and  the  market  in  the  proportions  of  40  per  cent 
and  60  per  cent  respectively,  and  the  figures  are  $153,536.00 
and  $230,304.00. 

Mr.  Zinder  dealt  with  this  problem  and  stated 
that  costs  might  be  allocated  on  the  basis  of  (1)  benefit, 
and  (2)  cost  behaviour.  He  suggested  that  the  benefit 
basis  involves  intangible  factors  not  subject  tor, ready 
measurement  and  that  any  such  allocation  would  largely  be 
a  judgment  process  and  is  a  method  seldom  used  in  the  utility 
field.  This  view  was  not  concurred  in  by  Counsel  for  B.A. 
Utilities,  who  during  his  argument  said:  "the  principle  of 
seeing  that  the  cost  is  borne  by  the  parties  who  benefit  to 


/ 


\ 


we  believe  accepted  by  all 


the  extent  of  the  benefit,  is, 
parties.”  And  later  he  said  "The  benefits  to  other 

i 

parties  concerned,  as  covered  earlier  in  this  argument, 
must  be  properly  assessed  and  the  resultant  value  then 
obtained  for  the  consumers  of  gas,”  The  Board  and  all 
parties  to  the  hearing  recognized  the  difficulty  of 
measuring  the  benefits  which  will  accrue  to  those  concerned 
but  these  statements  made  by  counsel  commend  themselves 
to  the  Board.  In  his  argument,  Counsel  for  Madison  referred 
to  Rickett  Smith  vk  Midland  Railway  Coy.  (1896)  65  L.I, 

Q.B.  274  where  Collins,  I. ,  at  p.  274  says: 

The  affluence  or  indigence  of  the  person 
rendering  or  receiving  the  service  is  beside  the 
question.  The  reasonableness  of  the  charge  must  be 
measured  by  reference  to  the  service  rendered  and 
the  benefit  received,” 

Mr.Zinder’s  opinion  was  that  "it  would  be  fair 
to  charge  such  gathering  costs  as  are  essentially  pro¬ 
portionate  to  the  capacity  of  the  system  to  each  use  in 
proportion  to  their  responsibility  for  such  capacity”, 
which  he  states  is  15  per  cent.  This  passage  in  his 
evidence  is  somewhat  obscure  and  the  Board  has  difficulty 
in  following  it.  If,  however,  he  assumes  that  the  capacity 
of  the  absorption  plant  was  originally  related  to  market 
demand  his  premise  is  wrong  and  his  conclusion  equally 
wrong.  Then  he  went  on  to  say  that  he  would  further  charge 
the  absorption  plant  with  such  part  of  the  operation  costs 
as  are  proportionate  to  the  volume  of  gas  pumped  as  the 
volume  of  gas  actually  used  in  the  absorption  plant  bears 
to  the  actual  volume  of  gas  used  up  to  that  point.  On 
being  asked  to  explain  this  theory  he  referred  to  Exhibit 
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140  where  the  results  of  such  an  allocation  were  shown. 

In  that  allocation  he  divides  costs  on  the  basis  of  demand 
and  volume.  The  total  costs  as  estimated  by  Madison  amount 
to  $515,226.00  and  he  allocated  $303,812.00  as  the  demand 
portion  and  $211,454.00  as  the  volumetric  portion.  In 
these  divisions  depreciation,  taxes,  and  return  on  invest¬ 
ment  are  included  in  the  demand  column  and  all  other  costs 
in  the  volumetric  column. 

He  then  apportions  .9  1/2  per  cent  of  the  total 
to  the  absorption  plant,  94.6  per  cent  to  the  market  and 
3.6  per  cent  to  repressuring.  He  used  similar  methods  in 
his  suggested  allocation  of  B.A.  Utilities  costs. 

Substantially  he  adopts  Madison’s  final  sub¬ 
missions  except  with  respect  to  the  small  item  of  re¬ 
pressuring  costs  and  since  these  costs  are  to  he  borne  by 
the  market  there  is  no  difference  between  his  and  their 
allocation.  The  Board  has  been  unable  to  detect  the  appli¬ 
cation  of  the  statement  first  before  referred  to. 

The  arithmetic  calculations  made  by  the  witness 
can  be  followed  and  understood  but  the  principle  upon  which 
the  calculations  are  made  is  difficult  to  follow  and  Counsel 
in  opposing  interest  experienced  the  same  difficulty  as  did 
the  Board. 

It  may  be  that  the  benefit  method  of  allocation 
is  not  generally  used  in  Mr.  Zinder’s  experience  and  it 
may  be  that  any  result  arising  from  its  application  will 
be  a  judgment  figure  but  at  the  same  time  it  is  doubtful 
if  any  comparable  situation  has  ever  confronted  an  admin¬ 
istrative  tribunal.  Witnesses  with  continent  wide 
experience  in  natural  gas  matters  appeared  before  the  Board 
and  if  they  knew  of  any  parallel  case  they  did  not  disclose 
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It  is  quite  clear  that  absorption  gasoline  is 
a  necessary  material  used  in  refining  operations  and  that 
all  of  the  products  in  the  Turner  Valley  absorption  plants 
are  sold  to  Imperial  Oil,  Madison’s  parent  company,  or  to 
B.A.,  the  parent  of  B.A.  Utilities,  or  are  used  by 
G.O.R.  in  its  own  refinery.  The  profit  made  or  the  loss 
sustained  in  absorption  plant  operations  is  purely  a  book¬ 
keeping  concept  and  is  directly  related  to  the  price  paid 
for  the  product  in  a  ??one  man  market”.  The  evidence 
indicates  that  if  this  product  were  purchased  in  the  United 
States,  the  cost  laid  down  in  Calgary  would  be  more  than 
double  the  price  paid  for  the  Turner  Valley  product.  The 
Board  must  consider  the  statement  made  by  Counsel  for  B.A. 
at  the  opening  of  the  hearing  -  and  not  denied  or  objected 
to  by  any  other  of  the  interested  parties  -  that  natural 
gasoline  was  vital  to  oil  refineries.  Since  there  is  no 
free  market  for  Turner  Valley  natural  gasoline,  the  question 
of  profit  of  loss  arises  only  in  the  end  result  of  the 
various  companies’  operations.  Departmental  statements 
relating  to  combined  operations  by  integrated  companies 
exhibit  figures  only  but  do  not  establish  the  final  result 
although  they  have  value  in  arriving  at  a  decision  based 
upon  what  is  just  and  reasonable.  If  the  Board  made  its 
allocation  on  the  basis  of  the  use  made  by  the  absorption 
plant  of  the  facilities  of  the  system,  it  could  properly 
allocate  the  whole  cost  of  gathering  and  a  proportion  of 
the  compression  costs  to  the  absorption  plant.  The  Board, 
however,  hesitates  to  apply  a  judgment  figure  when  direct 
evidence  is  available  and  it  is,  therefore,  of  the  opinion 
that  it  can  safely  and  properly  adopt  the  allocation  made 
by  Royalite  itself  before  the  separation  of  its  natural 
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gas  division  from  its  other  operations  and  allocate  costs 
as  to  40  per  cent  thereof  to  the  absorption  plant  and  as 
to  60  per  cent  thereof  to  the  residue  system. 

British  American  Gas  Utilities  Limited 


The  Board  is  confronted  here  with  an  entirely 
different  situation  from  the  one  just  discussed.  The 
British  American  wet  gas  gathering  system  was  designed  and 
constructed  for  no  other  purpose  than  to  serve  the  absorp¬ 
tion  plant.  The  plant  and  the  gathering  system  were 
geared  to  the  volume  of  gas  available  at  a  pressure  of  not 
less  than  150  pounds,  no  compression  being  required.  The 
gathering  system  now  in  use  -  as  authorized  by 'the  Board 
as  a  result  of  representations  made  and  estimates  submitted 
involves  the  gathering  of  gas  which  must  be  compressed  to 
a  pressure  at  which  it  can  be  delivered  to  and  processed 
in  the  absorption  plant.  Thus,  in  the  British  American 
system  there  is  a  high  pressure  system  and  a  low  pressure 
system.  In  addition,  a  high  power  compressor  is  required 
to  raise  the  residue  gas  to  a  pressure  at  which  it  can  be 
delivered  to  the  Madison  scrubber  and  to  return  to  the 
formation  surplus  gas  not  required  for  the  market.  Again 
it  must  be  pointed  out  that  production  conditions  in  the 
B.  A.  area  are  precisely  the  same  as  in  other  parts  of 
Turner  Valley.  That  area  was  and  still  is  primarily  an  oil 
field  and  it  is  only  because  of  the  enactment  of  The  Natural 
Gas  Utilities  Act  that  there  is  a  market  for  some  of  its 
residue  gas.  B .A. Utilities  operates  so  that  all  wells 
connected  to  its  system  are  produced  to  the  full  extent  of 
their  allowable  production  and  since  the  amount  produced 
exceeds  its  market  share  of  the  gas  so  produced,  the  excess 
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must  be  returned  to  the  formation.  Mr.  McCutchin  at  first 
estimated  that  plant  shrinkage  and  fuel  would  account  for 
22  per  cent  of  all  gas  processed  in  the  absorption  plant 
and  that  one-half  of  the  balance  would  go  to  market  and 
one-haif  would  be  repressured.  Later  he  reduced  his 
shrinkage  factor  to  13.3.  There  is  an  essential  difference 
between  B »A .Utilities f  repressuring  operations  and  those 
of  Madison.  In  both  cases,  the  represssured  gas  is  delivered 
to  the  gas  cap  formation.  Royalite’s  gas  cap  is  shut  in 
except  for  peak  load  periods,  whereas  B.  A.  will  produce 
to  the  extent  of  allowables  but  since  allowables  are  re¬ 
lated  to  pressures  and  since  repressuring  will  tend  to 
minimize  pressure  drop,  and  since  repressured  gas  will  be 
reproduced  and  some  of  it  a^ain  returned  to  the  formation, 
the  operation  is  more  in  the  nature  cf  recycling  than  for 
repressuring  for  storage,  and  in  the  recycling  process  gas 
will  be  lest . 

Subsequently,  a  witness,  in  his  estimates,  pro¬ 
vided  for  a  payment  from  B.A.  to  B .A .Utilities  of  an 
amount  equivalent  to  15  per  cent  of  the  operating  costs  of 
the  gas  gathering  lines.  This  represents  ten  per  cent 
shrinkage  on  the  absorption  process  and  five  per  cent  for 
fuel  used.  On  the  figures  submitted,  B.A,  would  make  no 
contribution  towards  compression  costs. 

The  witness  estimated  that  the  high  pressure 
system  alone  would  have  processed  18.57  billion  cubic  feet 
of  gas  and  that  the  low  pressure  system  will  handle  31.75 
billion  cubic  feet.  It  is  admitted  that  a  main  considera¬ 
tion  inducing  British  American  to  install  the  low  pressure 
system  was  the  extension  of  the  life  of  its  absorption 
plant  and  in  the  furnishing  of  gas  to  theresidue  market. 

From  the  additional  31.75  billion  feet  made  available 
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through  the  installation  of  the  low  pressure  system,  the 
company  may  expect  to  get  a  yield  of  from  .27  to  .38 
gallons  of  26-pound  product  per  M.c.f.,  the  Turner  Valley 
posted  field  price  for  which  was,  at  the  time  the  evidence 
was  given,  $2.28  per  barrel,  or  .53  gallons  of  45-pound 
product,  the  posted  field  price  being  $1.84  per  barrel. 
Until  B.  C.  Utilities  commenced  operating.,  the  absorption 
plant  carried  the  total  cost  of  gathering  wet  gas  and  now 
that  its  lifetime  is  extended  at  least  two  and  one-half 
or  three  times  its  original  expectancy,  it  proposes  to 
charge  the  absorption  plant  with  fifteen  per  cent  of  the 
gathering  costs.  The  low  pressure  compressor  performs 
as  great  if  not  a  greater  service  than  the  gathering  lines 
and  it  is  quite  clear  that  without  compression,  the  low 
pressure  gas  would  never  reach  the  plant.  In  the  Board’s 
opinion,  therefore,  and  it  so  directs,  the  gas  gathering 
system  must  be  considered  as  being  composed  of  the  high 
and  the  low  pressure  gathering  lines  and  the  low  pressure 
compressor  station. 

It  might  be  pointed  out  that  British  American 
might  very  well  have  reduced  the  working  pressure  of  its 
absorption  plant.  Had  that  been  done  the  heavy  cost  of 
the  complete  low  pressure  system  would  have  been  avoided 
with  Its  consequent  impact  on  the  cost  of  delivering 
residue  gas  to  the  scrubbing  plant. 

On  its  suggested  computation  of  depreciation, 
its  estimated  costs  of  operation,  including  rate  of  return, 
Ihe  cost  of  B.  A.  Utilities’  gas  delivered  to  the  market 
is  approximately  9.25  cents  for  the  year  1945,  to  which 
there  must  be  added  the  scrubbing  costs  and  the  well-head 
price  paid  to  producers.  The  Company  had  no  submission 
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whatever. to  make  as  to  the  division  or  allocation  of  costs 
other  than  the  15  per  cent  already  mentioned.  It  was 
admitted  that  the  installation  of  the  low  pressure  system 
was  a  prime  necessity  for  the  company,  and  that  the  pro¬ 
ducers,  the  consumers,  including  the  British  American 
Refinery,  and  the  absorption  plant,  gain  some  benefit. 

B.  A.  Utilities1  first  submission  was'  that  the  consumer  of 
residue  gas  should  pay  all  of  the  costs  but  this  was  later 
modified  to  the  view  that  those  who  receive  service  should 
pay  for  it  and  the  witness  left  it  to  the  Board  to  say  how 
the  allocation  should  be  made. 

agreed  that  his  company  went  into  the  scheme 
primarily  on  the  basis  of  self  interest  and  that  the  second 
consideration  was  the  Conservation  BoardTs  requirements 
respecting  the  use  of  the  low  pressure  systems.  This  Board 
has  no  knowledge  of  any  requirements  of  the  Conservation 
Board.  If  that  Board  has  any  requirements  they  have  not 
been  placed  before  us.  All  this  Board  knows  is  that  the 
capital  estimates  and  estimated  operating  costs  prepared 
by  B.  A.  were  presented  to  this  Board  and  arising  out  of 
these  estimates  the  scheme  was  authorized.  As  it  happens, 
the  original  estimate  of  operating  costs  as  presented  to 
the  Board  turned  out  to  be  erroneous. 

British  American  Oil  proposes  to  charge  the 
utility  with  the  annual  sum  of  ^15,000.00  to  cover  general 
costs  of  administration.  When  the  absorption  plant  was 
merely  a  division  of  the  company,  no  such  charge  was  made, 
hhy  such  a  charge  should  now  be  made  merely  because  a 
subsidiary  company  has  been  incorporated  to  handle  the  gas 
division,  is  difficult  to  understand.  This  item  will  not 
be  allowed,  but  B.  A.  will  be  entitled  to  charge  B.  A. 
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Utilities  with  specific  items  of  expense  actually  incurred. 

The  Board  must  consider  cost  allocation  of  British 
AmericanTs  various  activities  on  a  different  basis  from 
that  applicable  to  Madison.  MadisonTs  gathering  and  com- 

m 

pressor  system  have  always  served  a  dual  purpose  and  the 
cost  allocation  adopted  by  Royalite  prior  to  the  incor¬ 
poration  of  Madison  has  been  adopted  as  being  properly 
applicable  to  Madison.  The  British  American  high  pressure 
lines  in  the  past  served  one  purpose  only  and  to  allocate 
costs  on  the  basis  now  suggested  would  result  in  a  for- 
tuitous  gain  to  the  absorption  plant  of  85  per  cent  of  the 
cost  of  operating  the  high  pressure  lines.  These  lines 
serve  the  absorption  plant  today  in  precisely  the  sane 
fashion  as  th6y  always  have  done  and  the  Board  cannot  over¬ 
look  the  fact  that,  notwithstanding  the  incorporation  of 
the  utility  company,  the  whole  operation  is  an  integrated 
one  . 

The  low  pressure  gathering  system  (lines  and 
field  compressor  station)  presents  some  difficulties  and 
the  allocation  of  cost  can  only  bo  determined  on  some 
judgment  princi  lu .  The  original  submissions  made  by  the 
company  respecting  the  price  at  which  they  could  deliver 
gas,  must  be  taken  into  consideration.  British  Americans 
final  submission  (Exhibit  164)  shows  that  the  cost  of  gas 
delivered  to  the  market  in  1945  was  8.82  cents  per  M.c.f. 
and  this  price  does  not  include  the  cost  of  scrubbing  or 
the  well-head  price  to  be  paid  to  the  producers.  This 
cost  is  substantially  greater  than  the  amount  originally 
submitted  to  the  Board  and  is  greatly  in  excess  of 
Madison Ts  price. 

In  this  area  of  the  field,  the  positive  evidence 
is  that  oil  producers  will  benefit  by  increased  production 


. 


■  *•. 


■  :  ' 


i 


' 


. 


.  ; 

' 


1% 


151 


through  the  repressuring  of  the  field  and  due  principally 
to  the  formation  in  this  area  being  different  from  the 
formation  in  the  Koyalite  gas  cap,  where  Kadis on T s  gas  is 
repressured.  Producers  connected  to  the  high  pressure 
system  will  now  get  revenue  from  residue  gas  and  from 
natural  gasoline  for  a  period  of  at  least  seven  years 
longer  than  they  anticipated.  Producers  connected  to  the 
low  pressure  system  will  receive  revenue  from  natural  gas 
and  natural  gasoline  which  they  did  not  previously  enjoy. 
The  life  of  the  absorption  plant  will  be  extended  and 
finally  a  reserve  has  been  made  available  to  the  residue 
market  . 

The  residue  gas  line  will  transmit  ultimately 
all  of  the  marketable  reserves  in  that  area  and  consequent¬ 
ly  the  residue  market  must  bear  the  cost  of  operating  the 
line  -  that  is  from  the  discharge  at  the  high  compressor 
station  to  the  scrubbing  plant. 

Of  the  amount  of  gas  delivered  to  the  high 
pressure  station,  approximately  one-half  will  go  to  the 
market  and  one-half  will  be  repressured,  although  these 
proportions  will  vary  as  time  goes  on  and  the  amount  to  be 
repressured  will  decrease  but  the  high  pressure  compressor 
will  finally  deliver  all  the  marketable  reserves  to  the 
market . 

The  low  pressure  system  will  deliver  to  the 
absorption  plant  over  the  life  of  the  project  aoproxi- 
mately  51  billion  cubic  feet,  as  against  18  billion  cubic 
feet  from  the  high  pressure  system.  Again,  however,  the 
low  pressure  system  will  ultimately  provide  for  the  market 
approximately  22  billion  cubic  feet  more  than  if  the  system 
had  not  been  installed. 
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Now,  if  the  matter  of  compression  were  one  purely 
for  the  purpose  of  delivering  gas  to  the  residue  market, 
there  would  be  no  problem.  That,  however,  is  not  the  case. 
Low  pressure  gas  must  be  compressed  to  suit  the  working 
9  pressure  of  the  absorption  plant  and  so  there  must  be  an 

allocation  of  the  cost  as  between  the  two.  The  evidence 
leads  to  the  conclusion  that  the  allocation  must  be  to  some 
extent  arbitrary  -  or  as  Counsel  for  the  producers  pointed 
out  -  a  judgment  figure.  Fairness  alone  and  not  mathematics 
must  be  the  yardstick. 

In  argument,  Counsel  for  British  American  sug¬ 
gested  that  the  proper  allocation  of  costs  should  be  for 
the  first  ten  years  on  the  ratio  of: 


1. 

Market 

£1,749, 332 . 91 

§ 

2. 

Others 

717,500.22 

£2,466,823.13 

or,  in  other  words,  that  the  residue  market  should  bear 
approximately  two-thirds  of  the  total  costs.  In  this  con¬ 
nection,  unit  costs  must  be  considered.  It  was  shown  that 
the  total  price  of  the  gas  to  the  market  was  8.82  cents 
per  F.c.f.  The  estimate  originally  presented  by  the  com¬ 
pany  showed  a  cost  of  6.32  cents  for  1945  and  an  average 
price  of  3.41  cents  for  the  ten  year  period.  Should 
consumers  be  called  upon  to  pay  these  prices  when  others 
gain  benefits  from  the  installations  made? 

The  Board  his  read  and  re-read  all  the  evidence 
submitted  and  has  considered  the  many  and  voluminous 
exhibits  filed  by  the  various  parties  in  support  of  their 
conflicting  theories.  To  say  that  the  total  costs  (except¬ 
ing  15  per  cent  of  the  cost  of  gathering)  should  be 
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assessed  against  the  residue  market,  or  alternatively  that 
the  market  should  bear  two-thirds  of  the  total  costs,  is, 
in  the  BoardTs  opinion,  unjust  and  unreasonable. 

For  the  producers,  it  was  submitted  that  the 
total  cost  of  gathering,  compressing  and  repressuring 
should  be  allocated: 

Absorption  Plant  Repressuring  '  Market 
26  Jo  17  °/0  58% 

The  incidence  of  repressuring  costs  was  left  open  by 
Counsel  but  obviously  the  burden  must  fall  on  the  pro¬ 
ducers  or  the  consumers  or  must  be  divided  between  the  two. 

For  the  Canadian  Western  it  was  argued  that,  for 
the  reasons  already  dealt  with  by  the  Board,  sixty  or 
seventy-five  per  cent  of  the  costs  of  the  British  American 
utility  system  should  be  borne  by  the  absorption  plant  but 
it  is  conceded  that  costs  of  the  residue  transmission  line 
should  be  borne  by  the  market  and  that  the  cost  of  the 
high  pressure  compressor  station  should  be  allocated 

between  compression  and  repressuring. 

* 

For  the  City  of  Calgary,  it  was  suggested  that 
the  price  to  be  fixed  by  the  Board  should  not  be  a  well¬ 
head  price  but  a  price  determined  at  the  inlet  of  the 
scrubbing  plant  and  inferent ially  that  no  allocation  should 
be  made  of  the  costs  arising  between  the  well-head  and  the 
scrubber.  At  the  same  time,  the  City  appeared  to  adopt 
the  arguments  advanced  by  Canadian  Wre stern  that  if  any 
allocation  should  be  made,  it  should  be  on  the  basis  of 
sc-venty-five  per  cent  to  the  absorption  plant  and  twenty- 
five  per  cent  to  the  market. 

Figures  were  submitted  on  behalf  of  the  Attorney 
General  respecting  B.  A.  Utilities1  costs,  the  rate  base, 
depreciation  and  rate  of  return  first  being  adjusted  as  in 
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the  case  of  Madison.  The  submission  made  is  that  gas 
gathering  costs  including  the  whole  compression  costs 
should  be  allocated  as  to  40  per  cent  thereof  to  the 
absorption  plant  and  as  to  60  per  cent  thereof  to  the  mar¬ 
ket,  and  that  all  other  costs  be  allocated  to  the  market 
with  a  credit  to  the  market  for  any  revenue  derived  from 
the  residue  transmission  line.  These  various  submissions 
have  been  given  consideration  by  the  Board  in  arriving  at 
its  conclusion  and  in  addition  the  Board  has  considered 
matters  which,  at  the  risk  of  being  tedious,  it  proposes 
to  recapitulate: 

(1)  The  representations  made  to  the  Board  resulting  in 

the  granting  of  an  order  authorizing  the  installation 

of  B.  A.  Utilities1  system  was  that  in  1945  the  unit 

price  of  g~s  would  be  6.52  cents,  whereas  the  actual 
« 

cost  was  8.82  cents.  The  Board  does  not  overlook  the  fact 
that  this  latter  figure  is  computed  on  a  larger 
rate  base  than  is  being  allowed  and  upon  a  net  return 
of  9  l/2  per  cent  per  annum,  as  opposed  to  7  per  cent 
per  annum  allowed,  and  upon  a  cost  allocation  of  15 
per  cent  to  the  absorption  plant  and  85  per  cent  to 
the  market.  Even  if  adjustments  are  made  in  these 
factors  to  conform  with  the  Eoard’s  findings,  the 
approximate  figure  for  1945  is  approximately  7.8 
cents  per  U.c.f.,  which  represents  a  substantial 
increase  over  the  original  estimates. 

(2)  The  high  pressure  lines  were  designed  to  serve  the 
absorption  plant  alone. 

(5)  The  high  pressure  gathering  lines  have  been  included 
at  historic  cost,  using  unit  accrued  depreciation  to 
reach  the  final  valuation. 
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(4)  The  life  of  the  absorption  plant  has  been  trebled. 

(5)  Depreciation  is  being  allowed  on  a  basis  which  sub¬ 
stantially  reduces  the  risk  of  the  investment  and 
this  being  the  case,  the  rate  of  return  allowed 
might  very  well  have  been  slightly  less  than  7  per 
cent  per  annum. 

(6)  Repressuring  in  the  British  American  area  is  not 
repressuring  for  storage  but  is  a  recycling  operation 
designed  to  benefit  oil  production,  natural  gas  pro¬ 
duction  and  the  absorption  plant,  but  in  recycling 
gas  will  be  lost  in  each  operation. 

(7)  Producers  will  receive  revenue  from  natural  gas  and 
natural  gasolihe  which  they  nev^r  would  have  received 
but  for  the  adoption  of  this  scheme. 

The  cost  of  gas  gathering  and  of  operating  the 
low  pressure  station  will  be  borne  as  to  sixty  per  cent 
thereof  by  the  absorption  plant  and  the  balance  of  forty 
per  cent  will  initially  be  charged  to  the  market.  Twenty 
per  cent  of  the  low  pressure  costs  will  be  borne  by  pro¬ 
ducers.  Bighty  per  cent  of  the  high  compressor  station 
costs  and  the  repressure  line  costs  will  be  borne  by  the 
market  and  twenty  per  cent  by  the  producers.  The  total 
costs  of  the  residue  transmission  line  will  be  borne  by 
the  market  subject  to  a  credit  for  any  revenue  received 
from  the  transmission  of  G.O.r.  gas.  Until  further 
order  Madison  shall  pay  to  B,a.  Utilities  on  or  before 
the  20th  day  of  each  month  commencing  with  the  20th  day 
of  January,  A. D .  1947,  the  sum  of  One  Thousand  dollars 
($1,000.00)  for  gas  transported  through  its  residue  line 
for  and  on  behalf  of  Madison  from  the  Hartell  Junction  of 
the  B.  a.  Utilities’  residue  line  and  the  discharge  line 
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from  Madison’s  compressor  station,  prov  ided  the  t  any  line 
loss  suffered  between  Hartell  Junction  and  Madison’s 
scrubbing  plant  shall  be  borne  by  the  two  companies  in 
proportion  to  the  respective  amounts  of  residue  gas 
delivered  by  them  into  the  residue  line  at  the  Junction. 

Out  of  the  monies  received  from  Madison  in  pay¬ 
ment  of  the  basic  well-head  price,  -8. A.  Utilities  will 
debit  the  producers  and  credit  the  market  costs  with  the 
foregoing  proportions,  before  making  distribution  to  the 
producers . 

To  illustrate  and  using  the  figures  submitted 
in  Exhibit  194  for  the  year  1945,  without  accepting  these 
figures  as  being  correct  and  using  this  Exhibit  merely 
because  there  appears  in  it  a  more  detailed  break-down  of 
costs  than  appears  in  Exhibit  184,  we  find  the  following: 


Absorption 

Tot  al  Marke  t  Plant  Producer 

Gas  Gathering  - 

40%  to  market  ) 

60%  to  absorption)  <h>52,743  ^21,097  .$31,646 

plant  ) 

Low  Compressor  Station  - 
20%  to  market  ) 

60%  to  Absorption) 
plant  ) 

20%  to  Producers  ) 

High  Pressure 
Compressor  Station  - 
80%  to  Market  ) 

20%  to  producers  ) 

Repressure  line  - 
80%  to  Market  ) 

20%  to  Producers  ) 

Residue  Transmission 
Line  - 

All  to  market 


$244,309  $>150,167  ^66,222  ^27,920 


57,628  11,526  34,576  foil, 52b 


69,660  55,728  13,932 

12,310  9,848  2,462 

i 

51,968  51,968 


These  figures  include  water  and  fuel  scrubbing  costs. 
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The  Board  is  taking  into  account  the  fact  that 
if  gathering?  compression  and  renressuring  costs  should 
he  allocated  only  between  the  market  and  the  absorption 
plant,  then  the  producers  who  vigorously  advocated  adoption 
of  the  B.  A.  scheme  would  reap  their  benefits  all  at  the 
expense  of  the  market.  On  their  submissions,  it  seems 
clear  that  they  do  not  seek  to  avoid  responsibility  for 
part  of  these  costs  although  their  conception  of  that 
responsibility  may  not  accord  with  the  Board Ts  ideas. 

\ 

These  allocations  are  made  so  that  the  incidence 
of  costs  will  fall  as  equitably  as  possible  on  those  who 
make  use  of  and  benefit  by  the  installations  made  and  the 
Board  has  attempted  to  measure  the  charges  to  each  party 
interested  with  reference  to  the  service  rendered  and  to 

✓ 

the  benefit  received. 

It  is  realized  that  the  allocation  here  directed 
could  lead  to  " loading”  costs  to  one  operation  at  the 
expense  of  another.  A  careful  scrutiny  of  all  these  items 
must  be  made  from  time  to  time,  not  that  the  Board  expects 
any  ’’loading"  to  be  done  but  so  that  it  may  be  able  to 
demonstrate  that  it  has  not  been  done. 

GAS  AND  OIL  REFINE RI BS  LIMITED . 

At  the  commencement  of  the  hearing,  G.O.p, 
submitted  a  scheme  to  the  Board  whioh  was  designed  to 
gather  high  and  low  pressure  gas  produced  in  its  area, 
and,  after  providing  for  fuel,  the  company  proposed  to 
deliver  its  nr  rket  share  to  the  market  and  to  repressure 
the  balance  in  suitable  wells  adjacent  to  its  plant.  The 
estimated  total  new  capital  investment  was  $249,882.00, 
without  working  capital.  The  annual  operating  cost  was 
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estimated  to  be  $133,560.00  on  the  basis  of  a  4-year  write¬ 
off  of  $101,040.00  on  a  5-year  write-off.  The  daily  amount 
of  gas  available  for  sale  or  repressuring  was  estimated  at 
6.130  M.  c.  f . 

The  Board  did  not  consider  the  scheme  to  be 
economically  feasible  and  made  no  order  respecting  it.  At 
the  same  time,  there  was  an  appreciable  volume  of  gas  being 
flared  at  the  plant  and  Madison  was  directed  to  install  a 
compressor  unit  at  its  No.  3  plant,  to  lay  a  suction  line 
to  the  G.O.R.  absorption  plant  and  a  discharge  residue 
line  from  the  compressor  station  to  a  point  in  the  British 
American  residue  transmission  line,  whence  the  market  share 
goes  to  the  Madison  scrubber  and  the  balance  is  repressured 
in  the  Royalite  gas  cap.  Notwithstanding  this  installation, 
gas  will  be  flared  at  this  plant  for  some  time.  The  cost  of 
compressing  the  total  volume  of  gas  available  at  the  outlet 
of  the  absorption  plant  did  not  warrant  the  installation  of 
compression  machinery  for  the  utilization  of  the  total 
volume.  It  is  unfortunate  that  gas  must  be  flared  for  a 
time  and  it  is  equally  unfortunate  that  producers,  whose 
gas  is  flared,  must  suffer  a  loss  in  that  respect.  At  the 
same  time,  they  will  receive  revenue  which  they  never 
received  before  from  that  portion  of  the  gas  which  is  trans¬ 
mitted  to  Madison. 

G.0.  R.  in  its  estimate  based  upon  its  cost 
submissions,  arrived  at  a  price  for  gas  at  the  outlet  of 
the  absorption  plant  as  follows: 


1945 

1.3771 

cents 

1946 

1.3775 

cents 

1947 

1.3780 

cents 

1948 


1.3787  cents 


. 
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If  these  figures  are  accepted,  then,  using  the  figures 
prepared  hy  the  Board’s  Auditors,  the  result  for  the  year 
1945  would  be: 


Gathering 

1.3778  cents 

Re  pressuring 

.352 

Transmission 

7.015 

Scrubbing 

1.821 

10.5658  cents 

Well-head  price  3 

13.5658  cents 

This  figure  represents  an  increase  of  seventy-five  per 
cent  over  the  price  presently  being  paid  by  Canadian 
West  e  rn . 

G-.O.P.  commenced  the  operation  of  its  absorp¬ 
tion  "lent  in  1936.  in  1943,  the  company  sold  its  oil 
refinery  and  absorption  plant  to  G.O.R.  The  sale  price 
was  based  upon  a  valuation  made  by  General  Appraisal  Com¬ 
pany  Limited  but  the  basis  of  the  appraisal  is  not  known. 

The  value  of  the  wet  gas  gathering  lines  was 
given  as  $184,199.22. 

It  was  submitted  that  the  cost  of  gathering  the 
gas  would  be : 

Annual  operating  costs  $2,049.50 

Annual  administration  expenses  2,136.23 

$4, 185.73 

These  figures  include  the  cost  of  operating  the  domestic 
system.  These  are  necessarily  only  relative  figures  since 
the  company  conducts  a  unit  operation  and  does  not  keep 
separate  records  for  its  various  departnents. 


/ 
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Mr.  Hamilton,  the  Board’s  Auditor,  and  Mr. 
Scrimgeour,  Accountant  for  G.  O.R.,  attempted  to  arrive 
at  the  historic  cost  of  the  .gathering  lines  but  could  not 
arrive  at  any  conclusion  satisfactory  to  either  of  them. 

It  could  be  deduced  from  the  figures  furnished  by  the 
company  that  the  unit  costs  used  in  the  appraisal  of  its 
property  were  substantially  higher  than  units  costs  used 
by  Mr.  Hill  in  his  valuation  of  the  Madison  property. 

The  submissions  made  by  Gas  and  Oil  Refineries 
Limited  with  respect  to  the  whole  problem  are  as  follows; 
?r0ur  opinion  has  been  requested  as  to  the 
apportionment  of  total  wet  gas  gathering  costs 
between  absorption  plants  and  residue  dry  gas.  In 
our  opinion  the  total  costs  of  gathering  wet  gas 
should  be  included  as  part  of  the  operating  costs 
of  the  absorption  plant  and  th j  revenue  from  the 
sale  of  residue  dry  gas  should  be  added  to  the 
revenue  derived  from  the  sale  of  absorption  gasoline, 
high  vapour  pressure  gasoline  and  any  other  by¬ 
products  which  may  be  now  or  hereafter  recovered 
from  wet  gas.  The  product  transported  by  the  gas 
gathering  lines  is  a  mixture  of  dry  gas  and  casing¬ 
head  gasoline  and  it  is  only  after  this  mixture  has 
been  processed  by  the  absorption  plant  that  these 
component  parts  are  separated.  Total  costs  of 
operating  the  absorption  plant  and  maintaining  the 
gas  line  are  recoverable  from  the  revenue  derived 
from  the  sale  of  all  products  contained  in  the  wet 
gas  and  we  can  see  no  advantage  in  complicating 
monthly  calculations  to  apportion  relative  costs  to 
separate  revenue,  as  the  same  well  operator  receives 
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his  share  of  all  revenues,  whether  on  an  80/20  basis 
or  such  other  basis  as  may  be  determined  by  the  Board. 

i 

ftAs  an  alternative  suggestion  we  submit  the 
basis  in  effect  for  oil  and  gas  fields  in  certain 
areas  of  the  United  States  and  incorporated  in  agree¬ 
ments  of  the  Natural  Gasoline  Association  of  America 
whereby  the  revenue  from  sale  of  dry  residue  gas  is 
divided  on  a  50/50  basis  between  absorption  plant 
and  well  operator  in  the  ratio  that  his  dry  gas  con¬ 
tent  in  the  wet  gas  delivered  bears  to  the  total.'’ 

Neither  of  these  suggestions  commend  themselves 
to  the  Board  and  they  cannot  be  accepted. 

i 

The  Board  then  is  faced  with  a  situation  where 
there  is  no  satisfactory  evidence  respecting  original  or 
reproduction  cost  which  would  permit  the  construction  of 
a  rate  base  for  G.O.R.  on  the  basis  used  in  the  case  of 
Madison  and  British  American.  Its  gathering  lines  in  the 

past  served  the  sole  purpose  of  gathering  wet  gas  for 
delivery  to  the  absorption  plant  and  the  only  difference 
between  its  present  op  era  t  ions  and  those  carried  on  prior 
to  the  enactment  of  the  Statute  is  the  additional  account¬ 
ing  which  will  be  required  in  distributing  to  producers 
their  share  of  the  well-head  price. 

Since  a  rate  base  cannot  be  fixed,  the  Board  has 
no  alternative  but  to  allow  G.O.R.  an  amount  which  will 
represent  gathering  and  accounting  costs  and  the  amount 
will  be  fixed  at  three-quarters  of  one  cent  for  all  gas 
delivered  to  the  residue  market.  Residue  market  shall  not 
include  any  repressured  gas  from  G.O.R.  and  no  allowance 
shall  be  made  to  G.o.R.  for  gathering  such  gas  as  may  be 
repressured.  This  amount  mill  be  Ceducted  and  retained  by 
G.O.R.  from  the  well-head  price  received  by  it  from 
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Madison  before  distribution  to  producers..  It  must  be 
pointed  out  that  the  transmision  and  compression  costs 
for  gas  from  the  G.O.R.  system  are  abnormally  heavy, 
which  is  largely  due  to  the  small  amount  of  gas  transmitted 
to  the  Madison  scrubber.  The  absorption  plant  operates 
at  a  working  pressure  of  75  pounds.  The  gas  must  be  trans¬ 
ported  to  the  Madison  compressor  station  where  it  is  com¬ 
pressed  to  a  pressure  sufficient  to  transport  it  to  the 
‘^.A.  residue  line,  thence  to  the  Madison  scrubber. 

Madison  will  be  entitled  to  deduct  from  the  basic  well¬ 
head  price  payable  to  producers  in  the  G.O.R.  area  one- 
quarter  of  one  cent,  only  for  gas  delivered  to  the  residue 
market  as  above  defined,  and  this  amount  will  be  credited 
to  the  total  costs  of  transmission  and  compression  of  the 
G.O.R.  gas. 

In  effect,  the  foregoing  allocation  means  that 
producers  in  the  G.o.R.  area  will  receive  a  net  well¬ 
head  price  of  Two  (2)  cents  per  M.c.f. 

The  Company  sells  gas  for  domestic  use  to  con¬ 
sumers  adjacent  to  its  refinery.  The  lines  servicing  these 
consumers  are  appraised  at  420,242.72.  This  system  will 
only  use  small  quantities  of  gas,  which  for  the  purposes 
of  general  consideration  will  not  be  taken  into  account  in 
this  decision.  G.O.R.,  however,  must  prorate  the  gas 
used  in  the  domestic  distribution  service  between  the 
various  producers  and  must  pay  the  basic  Three  (3)  cents 
well-head  price  for  that  gas.  Failing  agreement  between 
the  consumers  and  G.O.R.  on  the  consumer  price,  there 
must  be  a  reference  to  the  Board  of  Public  Utility  Com¬ 
missioners,  since  retail  prices  are  under  that  Board’s 
juri sdic tion. 
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ABSORPTION  PLANTS 


1.’  Royal i te  Oil  Company  Limited  ; 


Section  72,  Subsection  (3)  of  the  Statute  is  in 
the  following  terms: 

’’Notwithstanding  the  terms  of  any  contract 
between  the  owner  or  producer  of  natural  gas  and  the 
operator  of  any  absorption  plant  the  Board  shall  by 
order  fix  and  determine  the  proportion  of  the  price 
received  by  the  operator  of  such  plant  to  be  paid  by 
him  to  such  owner  or  producer  for  the  gasoline  or 
other  hydrocarbon  content  of  such  natural  gas,  or, 
if  such  gasoline  or  other  hydrocarbon, content  is 
retained  by  such  operator,  the  equivalent  of  the 
proportion  of  such  price.” 


Under  existing  contracts,  producers  delivering 
to  each  of  the  three  absorption  plants  receive  twenty  per 
cent  of  the  gross  proceeds  from  the  absorption  products 
and  all  operating  costs  are  paid  by  the  operators  out  of 
the  eighty  per  cent  retained  by  them. 

A  statement  filed  by  Royalite  shows  the  operating 
results  of  the  two  absorption  plants  operated  by  it  for 
the  years  1939  to  1943  and  for  the  year  1944  for  the  No.  1 
plant  with  which  the  No.  2  plant  has  been  consolidated. 

The  average  annual  earnings  represent  10.49  per  cent  on 
the  capital  invested. 

A  further  statement  was  filed  wherein  profits 
are  estimated  for  the  period  from  1945  to  1948,  inclusive, 
and  represent  an  average  annual  earning  of  5.33  per  cent 
on  the  invested  capital.  If  these  figures  are  accurate, 
the  average  earning  for  the  10-year  period  is  8.84  per 
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cent.  The  statement  for  the  years  1939  to  1948  is  not 
taken  from  the  companyTs  books  but  is  built  up  from  the 
books  by  allocating  general  costs  to  the  various  operations 
of  the  company.  Much  might  bo  said  respecting  the  method 
of  valuing  the  plant  for  the  purposes  of  these  statements, 
the  method  of  computing  depreciation,  and  the  inclusion  in 
depreciation  calculations  of  buildings  and  material  which 
still  remain  at  the  discontinued  No.  2  absorption  plant. 
Even  if  the  figures  submitted  are  accepted  by  the  Board, 
they  will  be  offset  to  some  extent  by  the  effect  of  the 
cost  allocation  ordered  by  the  Board. 

It  would  appear  further  that  profits  (using 
RoyaliteTs  basis  of  calculation)  may  decrease  if  the  manu¬ 
facture  of  the  present  absorption  products  should  be 
discontinued  alter  this  year.  The  Board  is  of  the  opinion 
that  it  has  no  power  to  revise  the  absorption  plant  con¬ 
tracts  on  the  basis  of  past  performance  and  so  at  the 
moment  will  not  alter  the  present  division  between  the 
absorption  plant  and  the  gas  producers. 

2 •  British  American  Oil  Company  Limited 

The  total  amount  received  by  the  Company  for 
absorption  products  from  1936  to  the  end  of  1945  is  shown 
to  be  frl, 435, 054.26.  ThG  amount  paid  to  the  producers  in 
the  same  period  was  ^281,007.00#  Operating  expenses  for 
the  same  period  amounted  to  ^341,798.00,  including  depre¬ 
ciation,  or  *590,960.00  without  including  depreciation. 

The  net  operating  revenue  for  the  period  was  -^75,437.39 
before  income  tax.  The  final  figures  for  1945  had  not 
beGn  completed  at  the  time  the  evidence  w as  given  but  were 
estimated  at  ^-74,599.40,  without  provision  for  income  tax. 
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This  situation  may  now  change  by  reason  of  the  additional 
volume  of  gas  which  will  be  processed  as  a  result  of  the 
installation  of  the  low  pressure  gathering  system  and  to 
some  extent  may  be  affected  by  the  BoardTs  cost  allocation. 
At  the  moment,  however,  there  is  no  evidence  before  the 
Board  to  justify  any  change  being  made  in  the  proportion 
of  absorption  product  paid  to  producers. 

£ .  G-as  and  Oil  Refineries  Limited: 

It  is  submitted  by  this  company  that  when  it 
purchased  the  absorption  plant,  the  refinery  and  gathering 
lines  from  G-.  0.  P.,  the  purchase  price  was  based  upon  an 
appraisal  made  by  General  Appraisal  Company  of  Vancouver. 
The  absorption  unit,  including  gas  gathering  lines,  water 
lines  and  domestic  dry  gas  lines,  was  appraised  at  the  sum 
of  §'668,774.36.  If  the  gathering  and  domestic  lines  are 
deducted,  the  appraisal  of  the  absorption  unit  is 
§•■464,332.41.  The  operations  of  this  company  are  integrated 
and  in  its  accounting  system,  separate  records  have  not  been 
kept  for  each  operation. 

There  was  submitted  to  the  Board  a  comparative 
operating  statement  for  the  years  1943,  1944  and  1945, 
which,  without  providing  any  amount  for  gas  producers, 
shows  a  total  deficit  for  the  period  of  $260,482.03.  This 
result  is  due  to  the  fact  that  the  plant  is  operating  only 
at  about  fifteen  per  cent  of  its  capacity.  Again  muoh 
could  be  said,  respecting  the  appraisal  of  the  plant,  the 
depreciation  factor  used,  and  the  annual  repayment  of 
capital  investment,  but  it  is  doubtful  if  any  figure  could 
be  arrived  at  which  would  justify  the  Board  making  any 

revision  at  this  time.  These  matters,  of  course,  can  all 

0 

be  reopened  at  any  time  by  any  interested  party. 
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APPLICATION  BY  L.  L.  PLOTKIN 


In  March  1946,  while  the  hearing  was  in  progress, 
an  application  was  made  to  the  Board  by  Nr.  L.  L.  Plotkin. 
In  general,  his  proposal  was  that  he  should  be  permitted 
to  use  gas  from  three  wells  operated  by  him  for  processing 
on  his  own  lease.  In  addition  he  indicated  that  he  had 
secured  options  on  wells  in  the  north  end  of  the  field  and 
it  is  assumed,  that  upon  exercising  his  options  he  could 
use  the  gas  from  those  wells  for  processing.  He  further 
indicated  that  there  we re  low  pressure  wells  in  the 
vicinity  of  his  three  wells  and  that  he  could  make  use  of 
the  gas  from  these  wells.- 

His  evidence  is  that  by  his  method  of  processing 
he  can  recover  about  one  gallon  per  M.c.f.  of  high  blending 
stable  gasoline.  After  processing,  the  residue  gas, 
sulphur  free,  would  be  available  for  the  market.  He  stated 
that  he  obtained  the  options  on  the  wells  in  the  north  end 
of  the  field  two  and  one-half  years  ago  before  any  plan 
had  been  inaugurated  under  The  Natural  G-as  Utilities  Act 
and  in  fact  it  would  appear  as  if  he  had  secured  these 
options  prior  to  the  enactment  of  the  Statute. 

T  Tr .  Plotkin  appeared  at  the  hearings  held  by  the 
Board  in  May  1944  and  took  part  in  the  proceedings.  He, 
however,  made  no  reference  to  the  options  referred  to  nor 
did  he  make  any  mention  of  the  process  or  the  scheme  which 
he  now  has  under  contemplation.  At  that  time  he  was  aware 
of  the  plans  which  had  been  submitted  to  the  Board  by  the 
three  absorption  plant  operators  in  the  field  and  his 
cross-examination  of  several  of  the  witnesses  indicated 
that  he  did  not  agree  with  the  economics  of  these  schemes. 
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The  application  is  quite  vague.  No  figures  as 
to  gas  volumes  were  submitted.  No  reference  was  made  to 
the  fact  that  the  schemes  inaugurated  by  the  Board  were 
related  to  known  reserves  and  that  investments  were 
authorized  accordingly.  Two  of  his  wells  arc  presently 
connected  to  the  G.  0.  R.  gathering  system,  although  he 
has  no  specific  agreement  with  G.  0.  R.  in  that  respect. 
He  indicated  that  he  merely  permitted  them  to  lay  a 
temporary  line  to  his  wells  and  take  delivery  of  the  gas 
but  that  he  p&id  no  attention  to  the  amount  paid  to  him 


ior  tho  privilege.  He  did  not  know  and  could  not  give 
information  respecting  the  wells  on  which  he  had  options 
and  did  not  know  whether  they  wore  connected  to  any 
gathering  system,  or  not. 

After  processing  of  the  gas  had  been  completed 
in  his  plant,  ninety  per  cent  of  the  volume  entering  the 
proposed  plant  would  be  available  for  the  market  but 
since  the  plant  would  operate  practically  at  atmospheric 
pressure,  a  compressor  would  be  required  to  make  the 
residue  available  to  the  market.  The  residue  would  be 
completely  desulphurized  nd  would  contain  none  of  the 
lighter  hydrocarbons  so  that  it  would  either  be  necessary 
to  lay  c,  line  from  his  plant  to  the  Canadian  Western 
system  or  to  throw  the  purified  gas  into  the  stream  going 
to  an  absorption  plant  and  again  to  the  scrubbing  plant. 
As  already  pointed  out,  residue  gas  from  G.  0.  R.  is  com¬ 
pressed  and  transported  to  the  Madison  scrubber  and  sub¬ 
stantial  costs  have  been  incurred  for  that  purpose.  Any 
gas  now  connected  to  a  gathering  system  cannot  be  with¬ 
drawn  except  upon  terms,  and  consideration  must  be  given 
to  the  disposal  of  residue  gas  in  case  the  gas  'withdrawn 
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is  not  fully  utilized. 

In  the  meantime,  Mr.  PlotkinTs  application  must' 
be  refused  but  he  has  the  right  to  reapply. 

application  by  home  oil  comiany  limited 

On  28th  February,  1947,  Counsel  for  Home  Oil 
Company  Limited  (hereinafter  referred  to  as  "Home")  made 
an  informal  ex  parte  application  to  the  Board  and  asked 
that  he  be  given  an  opportunity  of  presenting  argument 
respecting  the  well-head  price  of  gas  as  fixed  by  the 
Board,  which  he  considered  to  be  inadequate.  The  Board 
took  time  to  consider  the  application  and  finally  came  to 
the  conclusion  that  it  must  be  refused. 

Home  is  a  producer  of  natural  gas  in  the  Turner 
Valley  field,  delivering  its  output  to  the  Madison  Natural 
G-as  Company  Limited.  It  was  given  notice  of  the  commence¬ 
ment  of  and  v^/as  represented  by  Counsel  during  that  part 
oi  the  hearing  which  took  place  in  Nay  1S44.  It  received 
notice  of  the  resumption  of  the  hearing  in  .January  1945 
but  did  not  appear  or  take  any  part  in  any  of  the  sub¬ 
sequent  sessions.  Evidence  was  led  before  the  Board  inter¬ 
mittently  in  1945  and  1946  for  a  total  of  seventy-five 
days.  In  June  1946,  the  Board  heard  argument  by  Counsel 
lor  ten  days  and  the  hearing  was  closed.  The  present 
applicant  received  a  copy  of  the  daily  transcript  of  the 
evidence,  and  of  the  arguments  of  Counsel  and  knew  or 
should  have  known  the  nature  of  the  evidence  adduced  and 
the  arguments  presented  but  made  no  effort  to  place  its 
position  before  the  Board  either  by  the  introduction  of 
evidence  or  by  argument.  It  was  not  until  weeks  after 
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the  Board's  Order  dated  30th  December,  1946,  fixing  the 
price  of  gas  at  three  cents  per  M.c.f.,  was  issued,  that 
Home  made  its  nresent  application.  There  must  be  some 
finality  to  any  type  of  proceedings  and  to  reopen  the 
hearing  at  this  stage  and  under  all  the  circumstances  is 

not  warranted .  The  applicant  had  its  opportunity  but 

/ 

tailed  to  take  advantage  of  it. 

PROCEEDINGS  FOLLOWING  UPON  THE  BOARD'S 
32,  dated  30th  DECEMBER,  1946 

On  oOth  December,  1946,  the  Board,  pending  the 
completion  of  its  decision,  made  an  order  whereby  inter 
alia  the  basic  well-head  price  of  gas  was  fixed  at  three 
cents  per  M. c .f . 

The  great  volume  of  evidence  adduced  and  the 
mass  of  intricate  figures  and  calculations  scattered 
throughout  the  evidence  and  the  exhibits  (not  always  in 
sequence)  rendered  it  quite  possible  that  errors  in  matter 
of  detail  might  be  found  in  the  decision.  The  Board, 
therefore,  took  the  unusual  course  of  distributing  to 
Counsel  a  draft  of  its  decision  in  order  that  Counsel, 
their  accountants  and  engineers  might  have  an  opportunity 
of  checking  all  details  and  having  errors  correct,  if 
any  were  found. 

Cn  23rd  January,  1947,  the  Board  met  Counsel  and 
several  matters  of  detail  were  adjusted.  On  one  point 
raised  by  Royalite,  the  Board  felt  that  Counsel  should  have 
an  opportunity  of  presenting  argument.  The  point  is  this. 
In  preparing  the  schedules  attached  to  its  decision,  the 
Board  allocated  to  Royalite  forty  per  cent  and  to  Madison 
sixty  per  cent  of  the  cost  of  gathering  and  compressing 
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wet  gas  for  the  years  1945  to  1948,  inclusive.  In  its 
Order  of  20th  December,  1946,  already  referred  to,  the 
Board  provided  that  the  price  to  be  charged  by  Madison 
to  its  customers  for  natural  gas  should  be  nine  cents  per 
M.c.f.  from  and  after  1st  January,  1947,  and  specified 
the  price  to  be  paid  in  the  various  areas  of  the  field 
for  gas  purchased  from  and  after  1st  January,  1947. 

Counsel  for  Royalite  takes  the  position  that  the  Board 
has  discriminated  against  Royalite. 

In  its  arithmetic  application  of  cost  allocation, 
the  Board  charged  Royalite  the  sum  of  £212,209.00  for  wet 
gas  gathering  and  compression  for  the  period  1st  January, 
1945,  to  21st  December,  1946.  In  that  same  period,  Madison, 
pursuant  to  an  informal  arrangement,  charged  Royalite 
$52,048.00  for  these  services,  which  amount  represents  five 
per  cent  of  the  gross  value  of  absorption  gasoline  recovered 
by  Royalite  from  the  wet  gas.  By  reason  of  these  charges 
^nd  the  Board Ts  computations,  Madison T s  revenue  for  the 
four-year  period  may  fall  short  of  providing  for  the  cost 

of  operation,  depreciation  and  rate  of  return  by  the  sum 
of  £260,161.00* 


On  the  other  hand,  if  Madison  has  placed  itself 
in  such  a  position  that  it  cannot  recover  this  amount  from 
Royalite  and  if  it  is  entitled  to  receive  payment  at  all, 
the  only  source  from  which  that  payment  can  be  obtained  is 
the  ultimate  consumer. 

Discrimination  to  be  unlawful  must  be  unjust  or 
unreasonable  and  the  two  points  for  decision  then  are  - 
is  there  discrimination  and,  if  so,  is  it  unjust?  Dis¬ 
crimination  only  arises  when  unjustly  different  rates  are 
charged  to  customers  for  the  same  class  of  service.  It 
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might  be  said  that  there  is  discrimination  as  between 
Madison  and  Royalite  in  the  allocation  of  gathering  and 
compression  costs  but  on  account  of  the  difference  in 
the  circumstances  which  have  already  been  referred  to  in 
this  decision,  there  is  no  unjust  discrimination.  If  two 
different  companies  are  accorded  different  treatment, 
then  if  the  difference  is  based  upon  widely  divergent 
conditions  which  logically  and  equitably  justify  that 
different  treatment,  then  the  discrimination  is  not  un¬ 
just  or  unfair.  The  price  of  nine  cents  to  be  paid  to 
Madison  by  its  customers  is  a  price  for  a  commodity, 
whereas  the  charge  to  Royalite  is  for  a  service  rendered. 

But  it  is  said  that  the  discrimination  arises 
because  the  cost  allocation  for  a  service  rendered  was 
applied  retroactively,  whereas  the  prices  for  purchased 
gas  and  marketed  gas  was  not  so  applied.  Counsel  for 
Royalite  referred  to  Exhibit  70,  which  is  made  up  of  an 
exchange  of  letters  between  Royalite  and  Madison,  in  which 
the  five  per  cent  allocation  was  agreed  upon  between  them. 
The  Board  has  referred  to  the  transcript  and  finds  that 
these  letters  were  produced  by  Mr.  ICirkoatri  ck  in  April 
1945  but  the  text  of  his  evidence  only  deals  very  sketchily 
v/ith  the  arrangements  expressed  in  the  letter  as  they 
affect  the  transfer  of  gas  production  contracts,  and  the 
contract  with  Canadian  western .  Apart  from  producing  the 
Exhibit  (which  was  not  read  into  the  record) ,  the  witness 
made  no  specific  mention  of  cost  allocation. 

The  Board  must  also  point  out  that  its  Order 
x"o.  8,  approving  the  transfer  by  Royalite  to  Madison  of 
certain  assets,  contained  a  provision:- 
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"Provided,  always  that  the  approval  hereby  given 
shall  not  be  deemed  as  extending  to  or  including 
approval  of  the  consideration  passing  between  the 
parties  to  the  said  agreement  as  set  forth  therein, 
nor  shall  the  approval  hereby  given,  bind,  affect 
or  prejudice  the  Board  in  any  determination  by  it 
of  the  rate  base  to  be  fixed  for  the  Madison  Natural 
G-as  Company  Limited  or  of  the  rate  of  return  to  be 
allowed  thereon,  or  in  its  determination  of  any  or 
either  rates  which  the  Board  has  power  to  fix  and 
determine  under  the  provisions  of  The  Natural  G-as 
Utilities  Act,  or  to  bind,  affect  or  prejudice  the 
Board  in  the  exercise  of  any  jurisdiction  which  it 
may  have  under  the  provisions  of  the  said  Act,  other 
than  its  jurisdiction  under  Section  52  (l)  (g) 
thereof. u 

The  Board  thereby  safeguarded  the  status  quo 
and  prevented  the  mere  formation  by  Royalite  of  a  sub¬ 
sidiary  company  and  a  sale  of  assets  to  it  from  operating 
so  as  to  create  or  permit  the  creation  of  a  position  which 
would  enable  the  parent  or  the  subsidiary  to  secure  any 
undue  advantage.  If  it  be  assumed  that  Madison  had  not 
been  formed  then  the  Board’s  duty  would  be  to  allocate 
the  costs  as  between  the  two  divisions  of  Royalite  and  it 
would  not  be  bound  by  any  allocation  made  by  the  company 
for  its  own  purposes.  Its  duty  would  be  to  ascertain  not 
what  the  allocation  was  but  what  it  should  have  been; 

Section  52  ( 1 )  (a)  of  The  Natural  Gas  Utilities 
Act  provides 

"No  proprietor  of  a  public  utility  shall,  -- 
(a)  make,  impose  or  exact  any  unjust  or  unreasonable. 


I 


V 


-  173  - 

I 


unjustly  discriminatory  or  unduly  preferential  in¬ 
dividual  or  joint  rate,  commutation  rate,  mileage 
or  other  special  rate,  charge  or  schedule  for  any 
product  or  service  supplied  or  rendered  by  it  within 
this  Province. TT 

It  therefore  was  the  duty  of  Madison  to  enter  into  a  con¬ 
tract  with  Royalite  in  accordance  with  the  provisions  of 
that  section  and,  in  the  BoardTs  opinion,  Madison  failed 
in  that  duty. 

At  the  hearing  on  22nd  May,  1945,  Mr.  Latham, 
a  witness  on  behalf  of  Royalite,  stated  that  costs  should 
be  divided  in  proportion  to  respective  revenues;  that 
this  method  is  one  of  the  generally  accepted  methods  of 
allocation  and  that  apparently  there  is  no  method  more 
equitable.  In  his  evidence  given  on  17th  April,  1945, 

Mr.  Kirkpatrick  stated  that  prior  to  the  separation  of 
Madison  and  Royalite,  gathering  line  costs  were  divided 
on  a  basis  of  gross  realization  from  the  two  plants.  Not¬ 
withstanding  that  evidence,  Royalite  and  Madison  continued 
in  force  an  arrangement  made  between  them  shortly  after  the 
incorporation  of  Madison  but  before  the  enactment  of  The 
Natural  Gas  Utilities  Act.  That  arrangement,  in  the  Board Ts 
opinion,  was  unjustly  discriminatory  in  favour  of  Royalite, 
Madison Ts  parent  company.  On  the  basis  of  sales  realization 
-  no  method  being  more  equitable  -  Royalite Ts  share  of  the 
costs  for  1945  and  1946  would  have  been  #312.209*00,  Un^er 
the  bargain  made  the  cost  to  Royalite  was  £52,048.00.  If 
the  former  was  equitable,  the  answer  to  the  latter  is 
obvious  . 
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It  coaid  hardly  be  contended  that  Madison  woald 
be  permitted  to  give  Royalite  service  for  nothing  daring 
the  period  mentioned  and  it  woald  seem  to  the  Board  that 
MadisonTs  daty  was  either  to  apply  to  the  Board  for  an 
interim  cost  allocation  or  to  have  continaed  in  force  the 
same  allocation  as  had  been  employed  before  the  separation 
of  the  two  divisions  of  Royalite. 

If  Madison  has  contracted  in  sach  a  fashion  that 
the  allocation  of  costs  is  anfair  to  the  consumer  of  its 
products  and  unduly  preferential  to  its  parent  company,  it 
is  the  duty  of  the  Board  to  take  such  factors  into  its  con¬ 
sideration  of  the  rates  which  the  consumer  should  pay. 

It  may  be  that  the  Board  has  no  jurisdiction  to 
interfere  with  the  bargain  made  between  the  two  companies 
but  it  at  least  has  jurisdiction  to  consider  the  effect  of 
that  bargain  when  a  determination  of  just  and  reasonable 
rates  to  the  consumers  of  the  ultimate  product  is  in  issue. 
If  the  Board  has  no  such  power,  then  regulation  becomes 
meaningless,  and  every  public  utility  could,  by  the  exercise 
of  its  contract  power,  defeat  the  right  of  the  public  to 
a  reasonable  rate.  The  Board  is  directed  by  Statute  to  fix 
just  and  reasonable  rates.  The  two  companies  for  their 
inter-pocket  purposes  may  make  such  bargain  as  suits  them¬ 
selves  but  whatever  arrangement  they  do  make  cannot  be 
permitted  to  impose  upon  the  customers  of  one  of  them  for 
the  benefit  of  the  other  a  cost  allocation  which  on  their 

i 

own  evidence  is  palpably  unjust  and  unreasonable. 

On  the  basis  of  the  inter-comnany  bargain 
related  to  the  BoardTs  allocation,  Madison  suffers  a  loss 
and  Royalite  gains  an  undue  advantage.  The  public  cannot 
bo  asked  to  recoup  the  loss  while  Royalite  retains  the 
a  dva  nt  ag  e  . 


The  schedules  as  prepared  by  the  Board  so  far 
as  they  relate  to  cost  allocation  will,  therefore,  stand 
without  revision. 

WHOLESALE  PRICE  OF  Q-A3 

The  wholesale  price  of  gas  to  be  charged  by 
Madison  to  its  various  customers  is  fixed  at  Nine  (9) 
cents  per  M.c.f.,  such  price  to  remain  in  force  until  the 
situation  is  reviewed,  which  should  be  as  soon  as  possible 
after  1948.  This  ruling  does  not  preclude  a  review  prior 
to  that  date  if  circumstances  and  conditions  warrant. 

The  Board's  thought  is  that  a  period  of  four 
years  should  furnish  a  measure  of  experience  and  knowledge 
of  the  workings  of  the  various  systems  in  the  field  and 
the  results  which  will  flow  from  the  Board's  decision,  all 
of  which  may  affect  one  or  other  of  the  various  phases 
dealt  with  in  the  decision.  By  that  time,  the  position  of 
the  Ammonia  Plant  will  probably  be  definitely  settled.  In 
other  words ,  the  whole  position  should  have  become  reason¬ 
ably  stabilized  by  the  end  of  1948  and  a  review  at  that 
time  will  be  amply  warranted,  even  if  it  should  turn  out 

i 

to  be  unnecessary. 

ThG  price  of  nine  cents  per  M.c.f.  is  arrived  at 
in  the  usual  fashion.  Madison's  rate  base  and  B.  A. 
Utilities'  rate  base  have  been  projected  through  the  period 
from  1945  to  1948  by  the  addition  thereto  annually  of  capital 
additions  and  a  deduction  therefrom  of  depreciation.  The 
rate  of  return  has  been  applied  to  the  rate  bases  for  each 
year  of  the  period  mentioned;  actual  operating  expenses 
have  been  used  for  the  years  1945  and  1946;  depreciation 
tns  been  computed  on  the  basis  of  operations  for  these  two 
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years  and  estimates  of  operating  costs  and  depreciation 
have  been  applied  to  the  years  1947  and  1948.  The 
resultant  figures  related  to  actual  and  estimated  sales 
result  in  an  over-all  price  of  4.713  cents.  To  this 
amount  must  be  added  the  well-head  price  of  3  cents  per 
M.c.f*,  resulting  in  a  figure  of  7.713  cents.  A  price 
of  Nine  (9)  cents  will  afford  what  the  Board  hopes  to  be 
a  margin  of  safety  so  that  a  deficit  for  the  period  will 
be  avoided  and  if  it  should  turn  out  that  there  is  a 
surplus,  it  can  be  dealt  with  when  the  time  arrives. 

It  will  be  necessary  for  the  Board  to  make  some  adjust¬ 
ment  as  between  Madison  and  B.  a.  Utilities  but  that 
will  be  purely  an  inter-company  arrangement  in  which 
only  the  two  companies  will  be  concerned. 


BATED  AT  EDMONTON,  in  the  Province  of  Alberta, 
this  24th  day  of  March,  A.  D.  1947. 


THE  NATURAL  GAS  UTILITIES  BOARD, 
TtG-.  M.  Blackstock" 


CHAIRMAN 
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MADISON  NATURAL  GAS  CO.  LTD. 

RATE  BASE 

As  at  December  51,  1945 


Property,  plant  and  equipment 
per  Schedule  1  -  A 


$1, 707 , 455*89 


Girbotol  prepaid  royalty  -  per  evidence 


W.  C.  Kirkpatrick  in  Volume  23 
transcript,  pages  1819  et  seq. 
Original  cost 
Less:  Amortization  to 

December  31,  1943 
24/83 


Add :  9% 


of 

|  27,750.00 

8,024.00 

19,726.00 

1,775.00  21,501.00 


Working  Capital  -  per  page  67  of  text 


190,000.00 


Total  rate  base 


$1,918,956.89 
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MADISON  NATURAL  GAS  CO.  LTD. 

VALUATION  OF  PROPERTY,  PLANT  id®  EQUIPMENT 
FOR  RATE  BASE  PURPOSES 

As  at  December  31,  1945 


Gross  Value 

Schedule 

No. 


Depreciation 


Basis  Amount 


Net  Value 


Gathering  Wet  Gas 

Lines  1-B  $  646,373.04  Gathered  #217,342.15  #  429,030.89 

Throughput 

Compression 

Systems  Wet  Gas 

#3  (Field)  Gathered 


Compressor 

1-C 

264,807.08 

Throughput 

33,785.47 

231,021.61 

#1  (Main) 

Wet  Gas 

Compressor 

1-D 

351,726.55 

Gathered 

Throughput 

82,831.88 

268,894.67 

Scrubbing 

Scrubbing 

Plant 

1-E 

662,738.66 

Throughput  124,000.20 

538,738.46 

Service  Units 

Straight 

Steam 

Line  to 

Plant 

1-F 

161,208.29 

Dec .1963 

45,947.50 

115,260.79 

Electric 

Straight 

Plant 

1-G 

127,957.05 

Line  to 

Dec  .1963 

50,834.63 

77,122.42 

Water 

Straight 

Station 

1-H 

15,088.45 

Line  to 

Dec .1963 

3,421.57 

11,666.88 

Field,  Office 
and  General  1-1 


(Part  Observed 

4,375.59(Depreciation  1,156.66 
(Part  20-Year 
(  Straight 
(  Line  Annual 


3,218.93 


Transportation 
Equipment  1-J 

Observed 

15,290.52  Depreciation  5,035.80 

10,254 .72 

Fire  Equip¬ 
ment  1-K 

(Part  Observed 

9, 557 .05( Deprec iation  1,961.44 

7,595.61 

(Part  2o-Year 

(  Straight 
(  Line  Annual 


Residential 

Quarters 

1-L 

16,408.37 

Straight 
Line  to 

3, 

663.07 

12,745.30 

Warehouse 

1-M 

3,662,70 

Dec .1963 
Straight 
Line  to 

1, 

757.09 

1,905.61 

Dec  .1963 


#2,279, 195 .35 


#571,737.46  #1,707,455.89 


i: 


Schedule  1  -  B 


-  179  - 

madison  natural  gas  co«  ltd. 

VALUATION  OF  GATHERING  LINES 

As  at  December  31,  1945 


Deprec i at  ion 


Year  of  Gross 

Construction  Value 

Percentage 

Amount 

Historical  Cost 

1927 

|  3,565.83 

53.06158  : 

|  1,892.09 

1928 

22,264.07 

52.75617 

11,745.67 

81,797.51 

1929 

156,221.40 

52.35999 

1930 

40,135.81 

51.85866 

20,813.89 

1931 

5,628.79 

51.29412 

2,887.24 

1932 

25,091.78 

50.69860 

12,721.18 

1933 

8,733.66 

49.42455 

4,316.57 

1934 

2,087.39 

46.80947 

977.10 

1935 

43,873.49 

43.01172 

18,870.74 

1936 

2,417.88 

37.54592 

907.82 

1937 

44,451.43 

30.73078 

13,660.27 

1938 

33,215.27 

24.60681 

8,173.22 

1939 

5,683.97 

20.30296 

1,154.01 

1,992.99 

1940 

11,695.75 

17.04031 

1941 

29,236.19 

13.23400 

3,869.12 

1942 

2,916.73 

8.53097 

248.83 

1943 

127,545.12 

3,03669 

3,873.15 

564,764.56 

33.624879 

189,901.40 

General  Overhead  -  9% 

50,828.81 

33.624879 

17,091.12 

615,593.37 

33.624879 

206,992.52 

Additional  5% 

30,779.67 

33.624879 

10,349.63 

Total  -  to  Schedule 

1  -  A 

$646 , 373 . 04 

33.624879  $217,342.15 

NOTE:  Depreciation  has 

been  computed  on 

the  basis  of 

wet  gas 

gathered  -  per  Schedule  1-0. 

Schedule  1  -  C 


-  180  - 


MADISON  NATURAL  GAS  CO. LTD. 


VALUATION 

OF  NO.  3  (FIELD)  COMPRESSOR 

As 

at  December  31,  1943 

Depreciation 

Accrued  to  Dec.  31/43 

Year  of 

Gross 

Construe  tion 

Value  Percentage  Amount 

Historical  Cost 

1927 

$  12,540.63 

53.06158 

|  6,654,26 

1928 

896.34 

52.75617 

472,87 

1929 

6,450.76 

52.35999 

3,377,62 

1931 

5.23 

51.29412 

2,68 

1932 

1,994.41 

50.69860 

1,011.14 

1933 

5,675.04 

49.42455 

2,804,86 

1935 

18,613.95 

43.01172 

8, 006 ,18 

1936 

837.54 

37.54592 

314 . 46 

1937 

1,555.35 

1,300.26 

30.73078 

477,97 

1938 

24.60681 

319.95 

1939 

100.00 

20.30296 

20,30 

1940 

680.41 

17  o  04031 

115.94 

19  41 

110.46 

13,23400 

14 , 62 

1943 

176 , 063 , 22 

3.03669 

5,346.49 

226,823.60 

12.758522 

28,939,34 

Transportation  Charges 
Construction  Equipment 

3, 750 .00 

12.758522 

478,44 

Charges 

800.00 

12.758522 

102*07 

231,373.60 

12.758522 

29,519.85 

General  Overhead  -  9% 

20,823.62 

12.758522 

2,656.79 

252,197.22 

12,758522 

32,176,64 

Additiqnal  5% 

Total  -  to  Schedule 

12,609,86 

12.758522 

1,608.83 

1  -  A 

1264,807.08 

12 , 758522 

|  33,785,47 

NOTE:  Depreciation  has  been  computed  on  the  basis  of  wet  gas 
gathered  -  per  Schedule  1  -  0 . 


I 


/> 


Schedule  1  -  D 


/ 


-  181  - 

/ 

MADISON  NATURAL  GAS  CO.  LTD. 
VALUATION  OF  NO.  1  (MAIN)  COMPRESSOR 

As  at  December  51,  1945 


Depre  ciation 


Year  of 

Gross 

Construction 

Value 

Percent  age 

Amount 

Historical  Cost 

1929 

|  1,052.60 

52.35999 

& 

551,14 

1930 

723.94 

51.85866 

375.43 

1931 

6,852.39 

51.29412 

3,514.87 

1933 

386.34 

49.42455 

190 . 95 

1934 

392.60 

46.80947 

183.77 

1935 

2, 176.72 

43.01172 

936,24 

1936 

40.84 

37.54592 

15.33 

1937 

126.00 

30.73078 

38,72 

1938 

232,  116.27 

24.60681 

57, 116 « 41 

1939 

2,927.13 

20.30296 

594. 29 

1940 

342.39 

17 .04031 

58.34 

1941 

50, 181.67 

13. 23400 

6 , 641 , 04 

1942 

135.57 

8.53097 

11.57 

1943 

864.50 

3.03669 

2b  ,  25 

298,318.96 

23.550079 

70 , 254 .. 35 

Transportation  Charges 
Constructi cn  Equipment 

7,500.00 

23.550079 

1 , 766  o  26 

Charges 

1,500.00 

23.550079 

353 , 25 

307,318.96 

23.550079 

72,373.66 

General  Overhead  -  9% 

27,658.71 

23.550079 

6, 513.65 

334, 977.67 

23.550079 

78,887.51 

Additional  5% 

16,748.88 

23.550079 

3,944.37 

Total  -  to  Schedule 

1  -  A 

$351, 726.55 

23.550079 

$ 

82,831.88 

NOTE:  Depreciation  has  been  computed  on  the  basis  of  wet  gas 

gathered  -  per  Schedule  1-0. 


t 
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Schedule  1  -  e 


-  182  - 

MADISON  NATURAL  GAS  CO.  LTD, 

VALUATION  OF  SCRUBBING  PLANT 

As  at  December  31*  1943 


Depreciation 
Accrued  to  pec.  31/43 


Year  of 
Construct i on 

Gross 

Value 

Percentage 

Amount 

Historical  Cost 

1926 

✓ 

|118,633.63 

29.76060 

$  35,306.08 

1927 

5,489.11 

29.22980 

1,604.45 

1928 

60,244.68 

28.54200 

17,195.04 

1929 

29,296.82 

27.63842 

8,097.18 

1930 

1,086. 98 

26.48642 

287.90 

1931 

6,544.04 

25.18066 

1,647.83 

1933 

1,990.47 

22.36087 

445.09 

1934 

3,503.41 

20.90567 

732.41 

1935 

101,384.62 

19.37909 

19,647.42 

1936 

54.42 

17.67353 

9.62 

1937 

6,786.91 

15.82629 

1,074. 12 

1938 

17,046.27 

13. 93247 

2,374.97 

1939 

20, 180.06 

12.12857 

2,447.55 

1940 

7,436.11 

10,31754 

767.22 

1941 

141, 224.65 

8.21546 

11,602.25 

1942 

17,058.26 

5.49840 

937.93 

1943 

9, b36 • 49 

1. 98381 

191.17 

547,596.93 

19.05931 

104,368.23 

Reproduction  Cost 

1942  (Glycol 

and 

M.E. 

A.  ) 14 , 467 . 00 

5.49840 

795.45 

562,063.93 

18.71027 

105, 163.68 

Transportation  Charges 

14,000.00 

18.71027 

2,619.44 

Construction  Equipment 

Charges 

3,000.00 

18.71027 

561.31 

579,063.93 

18.71027 

108,344.43 

General  Overhead  -  9% 

52, 115.75 

18.71027 

9, 751.00 

631, 179.68 

18.71027 

118,095.43 

Additional  5$ 

31,558.98 

18.71027 

5,904.77 

Total  -  to  Schedule 

1  -  A 

$662, 738.66 

18.71027 

$124,000.20 

NOTE:  Depreciation  has  been  computed  on  the  basis  of  dry  gas 
scrubbed  -  per  Schedule  1  -  P. 
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Schedule  1  -  F 


-  183  - 


MADISON  NATURAL  GAS  GO.  LTD 

VALUATION  OF  STS AM  PLANT 

As  at  December  31,  1943 


Depreciation 

Year  of 

Gross 

Accrued  to 

Dec.  31/43 

Cons  truct ion 

Value 

Percentage 
(See  footnote) 

Amount 

Historical  Cost 

1922 

|  4,763.13 

51.81 

ty  2, 467 . 7  8 

1926' 

10,755.28 

46.6  7 

5,019.49 

1928 

2, 524. 27 

43.66 

1,  102.10 

1929 

8,665.69 

42.03 

3,642. 19 

1930 

3,325.70 

40.30 

1,340.26 

1931 

8,694.58 

38.46 

3,343.94 

1932 

3,493.18 

36.51 

1, 275.36 

1933 

8, 188.10 

34.43 

2,  819. 16 

1934 

165.84 

32.20 

53.40 

1935 

26,236.82 

29.82 

7,823.82 

1936 

6,844.87 

27.27 

1,866.60 

1937 

21,243.17 

24.53 

5,210.95 

1938 

9,004.35 

21.57 

1,  942.24 

1939 

1,  934.48 

18.37 

355.36' 

1940 

514.68 

14.89 

76.64 

1942 

12, 284.00 

6.98 

857.42 

1943 

9,716.63 

2.44 

237.09 

138,354.77 

28.50194 

39,433.80 

Transportation  Charges 

2,500.00 

28.50194 

712.55 

140, 854.77 

28.50194 

40, 146.35 

General  Overhead  -  9% 

12,676 .93 

28.50194 

3,613.17 

153,531.70 

28.50194 

43,759.52 

Additional  5$ 

7,676.59 

28.50194 

2,  187.98 

Total  -  to  Schedule 

1  -  A 

1161, 208.29 

28.50194 

145,947.50 

NOTE:  Depreciation  percentages  computed  on  basis  of  service  life 
from  mid-year  of  installation  to  Dec.  31,  1963. 
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Schedule  1  -  G 


-  184  - 


MADISON  NATURAL  GAS  CQ .  LTD . 

VALUATION  OF  ELECTRIC  PLANT 

As  at  December  31, _ 1943 


Depreciation 
Accrued  to  Dec.  31/43 


Year  of 

Gross 

•  Construction 

Value 

Percent  age 
(See  footnote) 

Amount 

Historical  Cost 

1923 

$  396.82 

50.62  $ 

200.87 

1924 

3,600.86 

49.37 

1,777.74 

1927 

2,273.23 

45.21 

1,027.73 

1928 

4, 928.69 

43.66 

2,  151.87 

1929 

54, 567.08 

42.03 

22,  934.54 

1930 

2,419.30 

40.30 

974.98 

1931 

19,431.30 

38.46 

7,473.28 

1933 

17,217.59 

34.43 

5, 928.02 

1934 

377.68 

32.20 

121.61 

1935 

2 , 846 , 60 

29.82 

848.86 

1937 

1 , 294.66 

24 . 53 

317 .58 

1938 

1, 185.40 

21.57 

255.69 

1943 

262.50 

2.44 

6.41 

110,801.71 

39.72789 

44,019.18 

Transportation  Charges 

1,000.00 

39.72789 

397.28 

111,801.71 

39.72789 

44,416.46 

General  Overhead  -  9% 

10,062.15 

39.72789 

3,997.48 

121,863.86 

39.72789 

48,413.94 

Additional  5$ 

b, 093. 19 

39.72789 

2, 420.69 

Total  -  to  Schedule 

1  -  A 

$127 , 957.05 

39.72789  $50,634.63 

NOTE:  Depreciation  percentages  computed  on  basis  of  service  life 
from  mid-year  of  installation  to  Dec.  31?  1963. 
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Schedule  1  -  H 


MADISON  NATURAL  GAS  CO.  LTD . 

VALUATION  OF  WATER  STATION 

As  at  December  51,  1945 


Year  of 
Constructi on 


Gross 

Value 


Historical  Cost 


1928 

1929 

1933 

1934 
1938 


469.59 

335.84 

1,079.60 

577.18 

7*441.82 


1940  3,079.45 

1941  198.96 

1943  1.00 


General  Overhead  -  9$ 


13,183.44 
1, 186.51 


Depreciation 
Accrued  to  Dec.  31/45 

Percent  age  Amount 

(See  footnote) 


43.66 

$  205.02 

42.03 

141. 15 

34.43 

371.71 

32.20 

185.85 

21.57 

1,605.20 

14.89 

458.53 

11.11 

22.10 

2.44 

.02 

22.67678 

2, 989.58 

22.67678 

269,06 

14,369.95 

22.67678 

3,258.64 

Additions  1 

54 

718.50 

22.67678 

162.93 

Total  - 

to 

Schedule 

1  -  A 

&  15,088.45 

22.67678  | 

3,421.57 

NOTE:  Depreciation  percentages  computed  on  basis  of  service  life 
from  mid-year  of  installation  to  Dec.  31,  1963. 
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Schedule  1  -  I 


MADISON  NATURAL  GAS  GO,  LTD.' 


VALUATION  OF  FIELD  OFFICE  AND  GENERAL  EQUIPMENT 


As  at  December  31,  1945 


Depreciation 
Ac c rued  to  Dec,  51/45 


Gross 

Value 

Percentage 

Amount 

(See  footno' 

Reproduction  Cost 

2  office  desks,  steel  $ 

150,00 

$  14.00 

7  revolving  chairs 

175.00 

18.00 

6  arm  chairs 

108.00 

11.00 

3  office  tables 

120.00 

24.00 

1  filing  cabinet 

65,00 

% 

6.00 

2  stenographer’s  desks 

144,00 

14.00 

2  stenographer’s  chairs 

50.00 

5.00 

6  oak  desks 

330.00 

6  6 . 00 

2  typewriters 

360.00 

36.00 

1  calculating  machine 

710.00 

35.00 

3  drafting  tables 

60.00 

12.00 

1  adding  machine 

275.00 

28.00 

1  steel  safe 

250.00 

50.00 

1  concrete  mixer 

500.00 

350.00 

1  trailer 

250.00 

100.00 

3,547.00 

21.680293 

769.00 

Historical  Cost 

1  office  building 

276.15 

87.499547 

241.63 

3,823.15 

26.434485 

1,010.63 

General  Overhead  -  9% 

344 . 08 

26.434485 

LG 

o> 

• 

O 

05 

4, 167.23 

26.434485 

1,101.58 

Additional  5$ 

208.36 

26.434485 

55.08 

Total  -  to  Schedule 

1  -  A  $ 

4,375.59 

26.434485 

$  1,156.66 

NOTE:  Observed  depreciation 

as  per  Ford, 

Bacon  &  Davis 

appraisal. 
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Schedule  1  -  j 


MADISON  NATURAL  GAS  CO.  LTD. 


VALUATION  OF  TRANSPORTATION  EQUIPMENT 


As  0 t 

December  31, 

1943 

Year  of 

Acquisition 

Depreciation 
Accrued  to  Dec.  31/43 

Gross 

Value 

Percent  age 

Amount 

Reproduction  Cost 

1  1942  Ford  Coupe  $ 

2  1940  Chevrolet  Coupes 
1  1942  Pontiac  Sedan 

1  1942  \  ton  Inter¬ 
national  truck 

1  1942  J-  ton  Inter¬ 
national  truck 

1  1942  J-  ton  Inter¬ 
national  truck 

1  1939  2  ton  Inter¬ 
national  truck 

1,750.00 

3, 200.00 
1,845.00 

1,200.00 

1,  200.00 

1, 100.00 

3,065.00 

# 

437.00 

1,600.00 

461.00 

40.00 

330.00 

1,532.00 

13,360.00 

32.934 132 

4,400.00 

General  Overhead  -  9% 

1, 202.40 

32.934132 

396.00 

14,562.40 

32.  934132 

4,796.00 

Additional  5$ 

728.12 

32.  934132 

239.80 

Total  -  to  Schedule 

1  -  A  f_ 

15,290.52 

32.934132  $ 

5,035.80 

f4 
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Schedule  1  -  K 


MADISON  NATURAL  GAS  CO.  LTD. 

VALUATION  OF  FIRS  EQUIPMENT 

As  at  December  31;  1943 


Depreciation 
Accrued  to  Dec.  51/43 


Gross 

Value 

Percent  age 

Amount 

Reproduction  Cost 

1  fire  truck  § 

2  hose  carts 

19  fire  extinguishers 

1  foamite  wagon 

1  foamite  wagon 

1  duo  mixer 

5,000.00 

1, 250.00 
475.00 
560.00 
560.00 
400.00 

$ 

1,000.00 

250.00 

95.00 

112.00 

112.00 

100.00 

8, 245. 0C 

1,669.00 

Historical  Cost 

Sundry  equipment 

105.41 

44.80 

8,350.41 

20.523543 

1,713.80 

General  Overhead  -  9 <f0 

751.54 

20.523543 

154.24 

9,101.95 

20.523543 

1,868.04 

Additional  5% 

455.10 

20.523543 

93.40 

Total  -  to  Schedule 

1  -  A  $ 

9,557.05 

20.523543  | 

1,961.44 

189 


Schedule  1  -  L 


MADISON  NATURAL  GAS  CO  , LTD. 
VALUATION  OF  RESIDENTIAL  QUARTERS 
As  at  December  51?  1945 


Depreciation 
Accrued  to  Dec.  51/45 


Year  of 

Gross 

Constru  ct ion 

Va  lue 

Percentage 
(See  footnote) 

Amount 

Historical 

Cos  t 

1921 

$  325.00 

52.94  $ 

172.06 

1926 

653.71 

46.67 

305.09 

1930 

399.71 

40.30 

161.08 

1935 

3,966.21 

29.82 

1,  182.72 

1937 

5,252.31 

24.53 

1,288.39 

1943 

3,739.78 

2.44 

91.25 

14,336.72 

22.324423 

3,200.59 

General  Overhead  -  9$ 

1, 290.30 

22.324423 

288.05 

15,627.02 

22.324423 

3,488.64 

Additional 

LD 

781.35 

22.324423 

174.43 

Total  - 

to  Schedule 

1  -  A 

$  16,408.37 

22.324423  $ 

3,663.07 

NOTE:  Depreciation  percentages  computed  on  basis  of  service  life 

from  mid-year  of  installation  to  Dec.  31?  1963. 
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Schedule  1  -  M 


-  190  - 

MADISON  NATURAL  GAS  GO.  LTD. 

VALUATION  ON  WAREHOUSE 

As  at  December  31,  1943 


Depre  cia t ion 
Accrued  to  Dec.  31/43 


Year  of 

Gross 

Construct  ion 

Value 

Percent  age 
(See  footnote) 

Amount 

Historical  Cost 

1922 

$  1,876.69 

51.81  $ 

972.31 

1926 

559.92 

46.67 

261.31 

1927 

226.90 

45.21 

102.58 

1928 

220.30 

43.66 

96.18 

1933 

43.54 

34.43 

14.99 

1934 

272.91 

32.20 

■  87.88 

3,200. 26 

47.97266 

1,535.25 

General  Overhead  -  9% 

288.03 

47.97266 

138.17 

3,488.29 

47.97266 

1,673.42 

Additional  5% 

174.41 

47.97266 

83.67 

Total  -  to  Schedule 

1  -  A 

$  3,662.70 

47.97266  $ 

1, 757.09 

NOTE:  Depreciation  percentages  computed  on  basis  of  service 
life  from  mid-year  of  installation  to  Dec.  31,  1963. 
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-  191  - 

MADISON  NATURAL  GAS  CO.  LTD. 


Schedule  1  -  N 


RECONCILIATION  OF  GROSS  VALUE  OF  FIXED 
ASSETS  FOR  RATE  BASE  PURPOSES  AND  GROSS  BOOK 
VALUE  OF  FIXED  ASSETS 


As  at  December  51;  1945 


Gr*ss  Bock  Value  (representing  recorded  cost 
to  Royalite  Oil  Co.  Ltd.)  -  per  Exhibit  124, 

Statements  W.H.  3  and  10  $1,996,884.27 


Add:  Land  and  Rights-of-ways,  not  included  - 

per  Exhibit  59  4, 045 . 00 

2,000,929.27 

Deduct:  Installation  costs  not  written  off,  in 
respect  to  gas  gathering  and  other 
fixed  assets  since  removed  (in  whole  or 
part)  -  per  Exhibit  124,  Statement 

W#h.  10  69, 957 . 50 


Adjusted  Historical  Cost  per 

Exhibit  124,  Statements  W.H.  3 
and  10 


Add*  Items  written  off  to  expense  by 
Royalite  Oil  Co.  Ltd.  -  at 
imputed  cost  $  7,573.79 

Less:  Recorded  value  thereof  _ 46 .00 

7,527.79 

Adjustment  for  allowance  of  re¬ 
production  cost  instead  of 
historical  cost  on  following 
assets 

Reproduc¬ 
tion  Historical 


Field,  office 

and  general!  3,547.00  $  2,598.33 

Transporta¬ 
tion  13,360.00  10,941.34 

Fire  equip¬ 
ment  8,245.00  7,197.58 


$25,152.00 


$20,757.05  4,414.95 


Add:  Glycol  and  M.E.A.  -  at  reproduction  cost  - 

Exhibit  59 

Transportation  charges  -  Exhibit  59 
Construction  equipment  charges  -  Exhibit  59 


General  Overhead  -  9$ 
Additional  5% 


1,930,971.77 


11,942.74 


14,467.00 

28,750.00 

5,500.00 

1,  991,431.51 
179,228.83 
2, 170,660.34 
108,533.01 


Gross  value  of  property,  plant  and 
equipment  for  rate  base  purposes  - 
per  Schedule  1  -  A 


$2, 279, 195.35 
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NOTE:  Percentages  of  depreciation  given  in  final  column  are  applicable  to  assets  contained  in  Schedules 
1  -  C,  and  1  -  D.  See  page  67  of  text. 


DEPRECIATION  TABLE  ON  B.*SE  S  01  DRY  GAS  SCRUBBED 


Schedule  1  -  p 


-  193  - 


TO 

0 

U 


£ 

O 


ft 

O 


0  P-^ 

O 

• 

CO  E-  02 

CD  R  CQ 

CQ  CQ  O 

02  R  R 

CD  H  R 

o 

CQ 

02 

O 

QO43  JO  CQ 

ft 

0  0  o 

O'*  02  02 

ft  o  ft 

e-  cd  cq 

CO  £-  £> 

R 

ft 

Q 

1 — 1 

CO  0 

R 

• 

02  L0  CO 

CD  R  R 

ft  CD  00 

ft  o  ft 

C2  R  LQ 

ft 

R 

R 

CO 

ft  R 

0 

o 

H  O  ^ 

H  CO  ft 

O  ft  o 

ft  CD  CQ 

ft  02  CO 

E- 

ft 

00 

CQ 

fl  o  Q 

H  43 

• 

CO  vO  02 

R  CQ  00 

0  0ft 

O  o-  o- 

02  CQ  02 

1 - 1 

1 - 1 

CD 

00 

0  q  R 

CQ  0 

a 

CD  C-  02 

ft  ft  R 

rH  O  CQ 

CD  CQ  ft 

00  CD  H 

CQ 

02 

R 

CD 

0 

a  ?s  Sh 

02 

SH 

H  ft  o 

•  0 

CD  CD  CD 

00  O  ft 

ft  CQ  02 

O  CD 

ft  CQ  02 

O 

CO 

ft 

rH 

0 

0  0  a 

O  <ri 

02  02  02 

02  02  02 

02  02  02 

02  rH  rH 

rH  rH  rH 

1 - 1 

ft  ft  <3 

0 

ti 

• 

ft 

a 

R 

O  02  ft 

ft  CQ  EG 

CD  o  R 

rH  ft  rH 

CQ  02  rH 

O 

CD 

o 

ft 

H 

1 

43 

CQ 

CO  ft  02 

ft  CQ  rH 

02  CQ  CO 

O  CO  o 

ft  00  ft 

CD 

ft 

R 

O 

O 

R  i 

R 

• 

ft  00  H 

R  00  cd 

E-  R  CQ 

ft  ft  00 

CO  C-  R 

CQ 

CO 

o 

O 

O  rH 

ft  r 

ft 

«S  #V  *N 

*  K 

r»  r* 

r\  rs 

*  *N  ~ 

•\ 

#> 

ft  ft 

O  rH 

• 

O  H  CQ 

ft  o  ft 

CQ  H  00 

H  E-  CQ 

ft  02  o 

O  CQ 

02 

£> 

1 - 1 

0 

oo3 

ft  CQ 

o 

CQ  02  CD 

rH  ft  00 

O  !>  ft 

E-  00  E- 

H  R  CD 

ft 

CD 

ft 

ft 

0 

1 - 1 

• 

ft  CD  o 

02  CD  rH 

ft  O'*  02 

E-  H  CD 

R  O  R 

02 

o 

CO 

02 

R 

R 

g  a 

N  * 

a 

#s  r\ 

* 

*S 

^  ^ 

•\  #»  #0 

rs 

#S 

•H  rC5 

?H  O 

0  O 

CQ  rH  CO 

CQ  ft  cd 

o  H  CQ 

R  ft  ft 

E-  00  CD 

i — 1  02 

O 

E- 

03 

ft  Sh 

0  0 

ft  ft  R 

R  CQ  02 

02  H  O 

CD  00  E- 

ft  ft  R 

R 

CQ 

02 

rR 

Eh  ft 

>sft 

H  H  H 

rH  rH  rH 

rH  rH  rH 

R 

o 

rH  43 

CO 
P 


R  SH 

a.  • 


ft 

QO 

g 

a  H 
ft 

EH 


Sh 

CD 


0 

02 

ft 

ft 

CQ 

CQ 

CD 

O 

R 

rH 

ft 

rH 

CQ 

02 

rH 

O 

CD 

O 

ft 

•H 

ft 

SH 

CO 

ft 

02 

ft 

CQ 

H 

02 

CQ 

CO 

O 

CO 

£> 

ft 

00 

ft 

CD 

ft 

R 

£> 

QG 

0 

o 

QG 

0 

• 

ft 

CO 

rH 

r 

00 

CD 

O 

CQ 

ft 

ft 

00 

CO 

E- 

R 

CQ 

CO 

O 

O 

R 

f> 

R 

0 

r> 

#> 

* 

•s 

0\ 

♦s 

#N 

•> 

#\ 

#s 

- 

R 

•rH 

Sh 

•H 

r’S 

t 

CO 

CD 

rH 

r 

00 

CQ 

1 - 1 

CD 

ft 

o^> 

ft 

H 

CQ 

O 

00 

00 

1 — 1 

O 

ft 

O 

0 

,  ‘  > 

R 

ft 

O 

CO 

£> 

ft 

e~ 

0 

R 

CQ 

'02 

02 

02 

R 

CQ 

ic- 

O 

R 

0 

ft 

02 

1 — 1 

•H 

43 

CQ 

•H 

•H 

• 

0 

R 

ft 

c- 

ft 

O 

02 

ft 

CO 

CQ 

c> 

ft 

cd* 

ft 

O 

00 

ft 

R 

CO 

43 

R 

O 

0 

a 

•> 

* 

#S 

#s 

•s 

•v 

•n 

•s 

#s 

•> 

* 

0 

0 

W 

a 

02 

O 

ft 

l — 1 

ft 

E~ 

CD 

0 

H 

CQ 

R 

ft 

ft 

ft 

00 

CD 

O 

CD 

ft 

•H 

a 

o 

43 

H 

1 — 1 

0 

0 

CD 

00 

£> 

0 

ft 

ft 

R 

CQ 

02 

rH 

O 

CD 

CD 

£> 

ft 

O 

Ph 

0 

ft 

ft 

ft 

ft 

R 

R 

•R 

•R 

R 

R 

R 

R 

R 

R 

CQ 

CQ 

CQ 

CQ 

0 

CQ 

?H  43 
CH  CD 
0  02 
R  02 


• 

43 

M 

nr 

0 

43 


CD 

00 

02 

1 — 1 

O 

ft 

ft 

02 

H 

ft 

O 

CD 

02 

O 

02 

Q 

CD 

ft 

«H 

«H 

02 

CD 

ft 

JO- 

ft 

CQ 

ft 

00 

O 

rH 

O 

rH 

ft 

t> 

O 

CQ 

GO 

c- 

O 

0 

O 

CO 

00 

O 

00 

O 

rH 

1 — 1 

ao 

0D 

O 

00 

02 

CO 

R 

ft 

CD 

CO 

0 

43 

* 

•0 

#> 

•s 

#» 

•N 

0\ 

•v 

♦s 

#s 

•n 

• 

* 

U2 

so¬ 

CO 

CD 

ft 

CO 

ft 

ft 

ft 

ft 

CD 

R 

CD 

00 

R 

0 

02 

CQ 

O 

0 

0 

0 

ft 

0 

1 — 1 

ft 

0 

ft 

ft 

R 

ft 

CQ 

R 

ft 

CO 

00 

ft 

1> 

CO 

R 

ft 

00 

1 — 1 

ft 

02 

ft 

ft 

rH 

CQ 

CQ 

CQ 

H 

R 

O 

0- 

ft 

CD 

02 

CO 

CQ 

02 

0 

ft 

0 

*> 

#s 

•• 

* 

IS 

#N 

*s 

»v 

#s 

#s 

•s 

*s 

♦» 

»• 

43 

0 

QO 

rH 

02 

02 

CQ 

R 

R 

R 

R 

R 

R 

R 

R 

CQ 

R 

R 

ft 

O 

R 

0 

0 

0 


ft 


R  ft  02 

PH 

O  CQ  O 

R  02  CQ 

O  O  H 

R  O  rH 

CO  CD  H  O 

CO  02  02 

O  ft  ft 

CD  ft  O 

CQ  CQ  CD 

00  ft  0 

QO  rH 

• 

ft  0  w 

O  CD  CO 

ft  02  ft 

c-  ft  0 

ft  CD  CD 

J>  CD  rH  O 

•  • 

0  R  CQ 

SH 

PR 

>  -H  • 

• 

00  H  H 

O  CD  C- 

ft  CQ  CD 

CD  H  02 

ft  ft  O 

ft  O  02  CO 

Eh 

JH  R  O 

O 

CD  O  CQ 

H  CD  CO 

O  GO  ft 

co  0  ft 

CO  H  00 

ft  ft  C-  ft 

O 

0  .H  03 

t 

0  00  R 

rH  CO  ft 

00  rH  R 

H  CQ  C~ 

H  O  O 

ft  t-  O  ft 

Rh 

CQ  0  p 

a 

l\ 

•s  r»  »» 

r. 

#\  rrv  rs 

•n  #S 

r  s  r,  #» 

0  £ 

02  CO  R 

CD  t — 1  CQ 

R  ft  Co- 

CD  O  Q 

R  R  ft 

rH  C\2 

ft  ft  ft  00 

W  0  43 

H  O  Q 
ft  ft  ft 

CD  CD  CO 

O  ft  ft 

0  CO  O'  ft 

fR  0 

R  R  R 

R  R  R 

R  R  R 

ft  ft  ft  ft 

43 

H 
O  rH 
Jh  ft  0 
ft  0 
CO  CQ 


0 


1 — 1 

CH  . 

0  ft 

ft  02  CD 

CD  CD  ft 

02  O  CD 

C-  R  ft 

ft  CD  GO  rH 

O 

O 

0 

rR  R 

ft  CD 

02  R  CD 

ft  02  ft 

O  ft  CD 

ft  0  w 

Q  ft  E-  ft 

02  CO  E-  H 

CO 

O 

R 

QO  • 

ft  O 

ft  O  O 

02  ft  t- 

GO  O  ft 

R  J>  CD 

ft 

O 

R  0 

0  • 

S>  CD 

^  ^  frv 

ft  O  02 

#V 

02  02  ft 

^  S 

CD  CO  CD 

r*  s 

ft  CD  R 

^ 

ft  E-  ft  R 

8 

CO 

<3 

h  a 

l  H  ft 

rH  rH  rH 

rH  CD  rH 

£>  CO  ft 

t>  ft  ft 

R  ft  CD  H 

ft 

rR 

02  R 

ft  02  ft 

!Q-  ft  O 

02  CO  ft 

ft  rH  CD 

ft  C-  ft  ft 

ft 

ft 

EH 

•s  *v 

ft  R 

#v  #\ 

ft  C-  CD 

»N  ^ 

CD  CD  CO 

r  r» 

CO  CO  CD 

*s  S 

CD  CD  O 

*»»*♦>•> 

00  CD  02  R 

rH  rH 

ft 

ft 

00 

ft 

i — 1 


CQ 


O 

CO 

<JD 

rs 

CO 

CD 

O 

02 

H 

ft 


Q 

ft 

E- 

R 

02 

ft 

R 

ft 

02 

0 

0 

H 

R 

Q 

rH 

CO 

CD 

rH 

O 

0 

CO 

02 

02 

O 

ft 

ft 

CD 

ft 

O 

0 

0 

E— 

ft 

ft 

CD 

00 

02 

ft 

O 

43 

0 

QO 

H 

• 

ft 

0 

02 

E- 

CD 

CD 

ft 

02 

ft 

E- 

ft 

O 

ft 

CD 

CD 

£> 

CD 

rH 

O 

> 

R 

R 

♦s 

* 

#> 

r\ 

#> 

♦* 

#s 

\  #■ 

*> 

r 

•> 

rv 

r> 

* 

r 

r 

•s 

3 

H 

•H 

• 

• 

CO 

rH 

( - 1 

E- 

CD 

E- 

ft 

ft 

CD 

CD 

1 — 1 

02 

ft 

ft 

O 

ft 

02 

00 

0 

O 

R 

R 

O 

CO 

E- 

ft 

H 

CD 

CO 

E" 

CO 

ft 

CO 

0 

ft 

CO 

rH 

CO 

ft 

ft 

C— 

ft 

•H 

ft 

ft 

CQ 

•H 

0 

• 

O 

CO 

R 

H 

00 

ft 

00 

rH 

R 

H 

ft 

c- 

1 — 1 

O 

O 

ft 

0 

O 

ft 

43 

R 

0 

R 

0 

0 

0 

a 

J 

0 

CD 

> 

CD 

t> 

P=i 

a 

02 

CO 

R 

O* 

H 

t<: 

R 

ft 

0 

CD 

0 

0 

rH 

02 

R 

ft 

ft 

ft 

CO 

3 

rH 

SH 

rH 

0 

43 

rH 

0 

O 

CD 

CD 

00 

ft 

ft 

R 

R 

ft 

02 

rH 

O 

CD 

ao 

E— 

ft 

T3 

0 

43 

43 

PR 

0 

ft 

ft 

ft 

R 

R 

R 

R 

R 

R 

R 

R 

R 

R 

R 

R 

ft 

ft 

ft 

ft 

O 

>4 

53 

ra 

0 

rH 

ft 

0 

0 

PS 

Q* 

04 

SH 

ft 

ft 

H 

S4 

ft 

QO 

0 

0 

0 

A2 

> 

0 

ft 

O 

•H 

a 

43 

a 

rH 

Sh 

43 

0 

0 

0 

0 

ft 

02 

ft 

R 

O 

0 

a 

0 

43 

Eh 

u 

ft 

ft 

0 

CO 

CD 

O 

rH 

02 

ft 

R 

ft 

ft 

E~ 

00 

CD 

O 

1 - 1 

0 

0 

•H 

0 

0 

0 

02 

02 

C\2 

02 

02 

ft 

ft 

ft 

ft 

ft 

ft 

ft 

ft 

ft 

ft 

R 

R 

R 

R 

R 

«H 

p 

43 

ft 

EH 

0 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

CD 

«H 

GQ 

>H 

H 

rH 

rH 

H 

rH 

rH 

rH 

rH 

rH 

rH 

rH 

1 - 1 

H 

rH 

rH 

rH 

I - 1 

1 - 1 

rH 

rH 

m 

»  • 

( 


.  N 


Schedule  2 


-  194  - 

BRITI5£_  AMERI CAN_ GAS  UTILITIES  LIMITED 

RATE  BASE 

As  at  December  31,  1944 


Prc-perty,  plant  and  Equipment 

Assets  taken  over  from  British 
American  Oil  Co.  Ltd,' 

Old  High  Pressure  Gathering 

Lines  2-A  $  88,565.62 

Water  System  2-B  11,988.95  <*100, 554.57 


Assets  constructed  under  Board 
Order 

Low  pressure  Gathering 
Lines 

Low  Pressure  Compression 
Station 

Transmission  Lina 

High  Pressure  Compression 
St  a  tion 

Repressure  Line 

Incidental  items 

Automotive  equipment  -  at  cost 
per  Ex.  102D 

Office  equipment  -  at  cost  per 
Ex.  102d 


2-0  106,864.00 

2-0  136,344.00 

2-0  199,566.00 

2-0  171,061.00 

2-G  51, 799.00  645,634.00 

4,042.00 

747.00 


Total  property,  plant  and  equipment  750,977.57 

Working  Capital  20, 000.00 

Total  rate  base  .*770,  977.57 


See  page  86  of  text. 
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BRITISH  AMERICAN  GAS  UTILITIES  LIMITED 
VALUATION  OR  OLD  HIGH  PRISSURI  GATHERING  LINTS 
As  at  December  31,  1944 


Depreciation 

Accrued  to  Dec.  31/44 

Year  of  Gross 

Construction  Value 

Historical  Cost 

Percentage 
(See  footnote) 

Amount 

Net  Value 
Dec. 31/44 

1936  $ 

1937 

1938 

1941 

1942 

28,827.71 
15,062.93 
13,471.07 
26, 999.61 
15, 999.69 

.  45.94594 
42.85714 
39.39394 
25.92592 

20.0 

13,  245.16 
6,455.54 
5,306.79 
6,999.90 
3,199.94 

1943 

1944 

14 , 86  9 , 6  9 
2,  551.87 

13.04348 

4.76190 

1,  939.52 
121.52 

117,782.57 

31.64167 

37,268.37 

General 

Overhead 

10# 

11,778.26 

31.64167 

3,726.84 

$129,560.83 

31.64167  $ 

40,995.21 

$  88,565,6 

NOTE;  Depreciation  percentage  for  each  year’s  additions 
arrived  at  as  follows: 


Number  of  years  from  mid-year  of  installation 
_ to  Dec.  51,  1944 _ _ 

Number  of  years  from  mid-year  of  installation 

to  Dec.  31,  1954 


<L 


r. 


* 


t 


Schedule  2  -  B 


-  196  - 

BRITISH  AMERICAN  GAS  UTILITIES  LIMITED 

VALUATION  OF  vVATSR  SYSTEM 

As  at  December  31,  1944 


Depreciation 
Accrued  to  Dec,  51/44 

Year  of  Gross 

Construction  Value  Percentage  Amount 

(See  footnote) 

Historical  Cost 

1936  $  4,857.28 

1937  12,195.20 

1944  1,370.03 


18,422.51 


45.94594 

42.85714 

4.76190 


40.83841 


2,  231.72 
5, 226.51 
65.23 


7, 523.46 


General 
Overhead  - 

10$  1,842.25  40.83841 


752.35 


|  20,264.76 


40.83  841  $  _ 8,275.81 


Net  Value 
Dec. 51/44 


$  11, 988.95 


NOTH:  Depreciation  percentage  for  each  yearTs  additions 

arrived  at  as  follows: 


Number  of  years  from  mid-year  of  installation 
_ to  Dec.  51,  1944  _ _ 

Number  of  years  from  mid-year  of  installation 

to  Dec.  31,  1954 
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MADISON  NATURAL  GAS  GO.  LTD. 

BRITISH  AMERICAN  GAS  UTILITIES  LIMITED 

ESTIMATED  UNIT  COSTS  PER  M.C.F.  TO  RESIDUA  MARKS T 

1945  to  1948 


Total 

1945 

1946 

1947 

1948 

Market  deliveries  in 
billions  c.f. 
For  current  sale 

64.392 

16.509 

15.591 

16.150 

16.142 

Free  to  Town  of 
Bow  Island 

.104 

.054 

.050 

- 

- 

For  storage  at 

Bow  Island 

3.396 

.745 

.939 

.856 

.856 

Tot  al 

67.892 

17.308 

16.580 

17.006 

16.998 

Add:  Metering 
di ffe rence 

.046 

.046 

— 

- 

67.938 

17.354 

16.580 

17.006 

16.998 

Deduct:  Non- 
rateable  gas 
Town  of 

Bow  Island 

.104 

.054 

.050 

Bow  I  s  la  nd 
storage 

.745 

.745 

— 

— 

Net  rateable  total 

67.089 

16.555 

16 . 530 

17.006 

16.998 

Source  therof  by  areas 

■R.  A.  12.288 

3.131 

2.879 

3.140 

3. 138 

G.  C.  R. 

4.021 

.880 

1.059 

1.041 

1.041 

Madison 

50.780 

12.544 

12_v5_92 

12.825 

12.819 

Tot  a  1 

67.089 

16.555 

16.530 

17.006 

lb. 998 

Utility  Costs  to  be 

borne  by  residue 
market,  incurred  by 


B.A.  Gas  Utilities 


Ltd.  |  537,028^138,438 

$132, 233 

$136,407 

129, 950 

G.0.  Refineries 

Ltd. 

— 

— 

Madi  son  Natural 

Gas  Co.  Ltd.  2,  624,  867  673,772 

605,629 

677,677 

667,789 

Total  $3 , 16 1, 895§>812,  210 

$737,862 

4p814 , 084 

$797,739 

Unit  cost  per  rateable 


m.c.f.  (Note) 

Utility  Service 
Well  head  price 

4 . 7 130 
3.000 

4 . 9060 
3.000 

4.4640 

3.000 

4.7870 

3.000 

4 . 6  930 
3.000 

Total 

7.7130 

7.9060 

7.4640 

3.7870 

7.6930 

NOTE:  Includes  Bow  Island  storage  for  1946,  1947,  1948. 


» 


f 


